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MARY: Boss or no boss, I just won't do it! Imagine him expecting a girl to use ona 
piece of carbon paper 60 times! 


PEGGY: Hold on, Mary! If you weren’t new here, you'd know he’s not expecting too 
much. You see, we use nothing but Roytype Park Avenue Carbon Paper, and 
one shect can be used not just 20 times, but up to 60 times, cleanly and clearly. 
Look, here’s proof... 





This is the first copy made with a fresh sheet of 
Roytype Park Avenue Carbon Paper. See how sharp, 
clear, and distinct it is. You'll find succeeding 
copies will also be clean, crisp, and easy to read. 

















MARY: Glory be! How is it possible? 

PEGGY: Well, Roytype Park Avenue is made by the Royal Typewriter Company. They 
have special machines that soak the ink right down into the paper fiber—deep- 
inking, they call it. Plus that, Park Avenue’s extension edge lets you reverse 


each sheet, top to bottom, so that all areas of the paper can be used. 


MARY: Isn’t it hard to get, these days? 









: Not at all! It’s as easy as picking up vour phone and calling vour local Rova 
PEGGY: Not at all! It ] oP ] 1 calling + local Royal 
Typewriter Representative or Roytype dealer... Hey, where are you going? 


MARY: I’m going in and sce that smart boss of mine. And, lady, I’m going to eat crow! 


““,..and | looked him straight in the eye and said, ‘NO!’ “ 





Carbon Papers and Ribbons 


SK your Roytype Representative now 
A about the many different carbon 
papers in the complete Roytype* line— 
one of which will exactly fit your needs. 

Ask him, too, about Roytype ribbons. 
They’re made from a formula which 
enables the ink actually to flow through 
the fabric into the used parts—thus con- 
stantly renewing life. 


Buy on the Coupon Plan 
By purchasing your carbon paper and rib- 
bons on the Coupon Plan, you obtain the 
following advantages: 
1. You save money due to the discount al- 
lowed. 
2. You can redeem the coupons as you need 
fresh supplies of carbon paper and ribbons. 
3. You do not have to keep excess stock on 
hand. 





ROYTYPE 


Carbon Papers and Ribbons 
made by the 


ROYAL 








TYPEWRITER ay 


a *Trade-mark Megistered U. S. Pat. Off. 





Copr. 1944, Royal Typewriter Company, Inc 
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DATES 
AHEAD 


THIRTEENTH 
: ANNUAL 
NATIONAL 
MEETING 


Sponsored by the 
Chicago Control of the 
| Controllers Institute 
of America 


| at the 


HOTEL STEVENS 
CHICAGO 
OCTOBER 2-3-4, 1944 


MEETING DATES 
| OF CONTROLS 


JULY 

July 3—Los Angeles 
(Luncheon) 

July 20—Dallas 

July 27—Seattle 


Note: These are scheduled dates. 
_ Some changes may be made. 
| 
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Controllers Hail Contract Termination Law 

A last—a law to govern contract termination pro- 
cedures and to assure prompt payment of claims! 

Welcome news, and the strange part of it is, the law is 

workable and pretty much in line with recommenda- 

tions made by representatives of industry, including 

The Controllers Institute of America. 

The law must now be buttressed by simple regula- 
tions, uniform as between governmental procurement 
agencies. Drafting of those regulations may present 
some difficulties, but it is to be hoped that a spirit of 
real cooperation will be manifested by those agencies, 
and compromises reached promptly. 

Controllers are pleased with the terms of the law. 
Mr. Dundas Peacock, controller of the Elliott Com- 
pany, of Jeannette, Pennsylvania, issued this statement: 

“Congress is to be complimented for having passed 
legislation for war contract terminations at this time 
and for having rejected certain amendments which, had 
they been written into the law, would have resulted in 
ruinous delays in making termination settlements. 

“The Termination Bill just signed meets with the ap- 
proval of The Controllers Institute. It is the opinion of 
The Institute that the procedures set forth therein 
should be workable and equitable and should assure to 
industry rapid recovery of the working capital which 
will be needed to finance orderly transition to peace 
production and to assure maintenance of maximum em- 
ployment. 

“However, the passage of the Bill represents only 
the first hurdle that has to be crossed to assure orderly 
and expeditious settlement of war contracts. It is now 
essential that uniform regulations setting forth policies, 
principles, methods, procedures, and standards to gov- 
ern the contracting agencies in settling terminated war 
contracts, be devised and adopted in the near future. 
It is important that all agencies be required to follow 
policies and procedures which will be uniform to all, 
otherwise confusion will exist. Many detailed prob- 
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Comment 


lems remain to be solved before workable procedures 
and equitable policies can be evolved. The passage of 
the Contract Termination Bill should enable the Office 
of Contract Settlement and the termination units of 
the contracting agencies to proceed expeditiously to 
solution of the many remaining termination problems, 

“Now that the Termination Bill has been enacted, 
The Controllers Institute urges prompt attention to 
legislation essential to the solution of other problems 
that will arise incident to the eventual transition to 
peace production, such as problems of separation al- 
lowances, and disposition of surplus and Government- 
owned materials.” 

The speed with which the measure was enacted, after 
the House of Representatives reached it, is gratifying. 
This was undoubtedly mostly in response to the urgent 
appeal by Messrs. Bernard M. Baruch and John M. 
Hancock, to Congress, to hurry passage of the bill. 
That appeal was made in a letter dated May 12, ad- 
dressed to James F. Byrnes, War Mobilization Director. 
The letter made the following plea: 

“We think we should inform you that while much 
has been done in carrying out the program recom- 
mended by us and approved by you, on some matters of 
importance administrative or legislative action still is 
lacking. 

“It is three months since the issuance of the report. 
For the sake of all of us, but mostly for the sake of our 
soldiers and sailors, let us hurry, hurry, hurry not only 
in winning the war but in being ready for the peace. 
Delays jeopardize both these objectives. 

“The nation still is months away from being pre- 
pared to meet the great adjustments that will come on 
that unknown ‘X-day’ when one of our enemies is de- 
feated. Further delays and inactions can only make 
our readiness even more distant and will turn the ad- 
venture in prosperity that lies within our grasp into an 
adventure in adversity.” 
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The Controller and the Internal Audit 


ROUPS of controllers are turning their attention 
G these days to the proposal that has been made that 
the internal auditing function of a business should be 
under the jurisdiction of some person other than the 
controller, and that the reports of the internal auditors 
should be made direct to the Board of Directors or to 
the President of a company. 

In a meeting of the newly organized Dallas Control 
of The Controllers Institute of America, held June 15, 
a portion of the program was devoted to a discussion 
of the duties of a controller. Many of those in the 
audience contributed to the discussion, giving their 
conception and their companies’ ideas as to the place 
of a controller in the corporate structure and the duties 
of that officer as they are generally understood today. 

One conclusion reached by the group was that the 
position of office manager in most instances should be 
under the direction of the controller. That has been 
the belief of The Controllers Institute of America and 
of controllers generally for many years, and the action 
of the Dallas group merely confirms it. 

The Dallas group then came to the matter of internal 
auditing, and the comment was made that there have 
been some suggestions of late that the internal audit 
should be conducted independently of the controller’s 
office, and that it should be in fact an audit of the con- 
troller. This concept was discussed at length by the 
Dallas group, and it was the opinion of those present 
that the internal audit should be completely under the 
supervision of the controller, and that it should not be 
an independent function but rather a co-related func- 
tion of the controller’s office. 

This view of the internal audit has prevailed for 
years, and as was pointed out in last month’s issue of 
this publication, the internal auditor is one of the con- 
troller’s most dependable agents in carrying out his 
ptimary function of conserving the company’s assets. 
The examination by public accountants constitutes an 
audit of the controller. 

In its simplest terms this arrangement is merely ap- 
plication of the accepted principle of conferring au- 
thority along with responsibility. 


That Capital Stock Tax 


ULY 31 is the due date of the capital stock tax of 

corporations for the year ending June 30, 1944. The 
capital stock tax return—do not forget, it must be in 
triplicate (Form 707)—is due to be filed with the 
collector by the end of July. He, however, is empow- 
ered to grant extensions to not later than September 
29, for both the filing and the payment. Six per 
cent. interest from July 31 will be exacted on the pay- 
ment, if it is extended. 
_ This tax, and the guesswork involved in computing 
it, used to be regarded by controllers as quite a nui- 
sance. By comparison with other tax problems, how- 
ever, this capital stock tax has faded almost into obliv- 
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ion. Not that it does not represent large sums. They 
merely appear small now in comparison with other, 
much larger sums collected by the Internal Revenue Bu- 
reau. 

Recoveries under 722 are reported to be as rare as 
ever. There have been some, of course, but when a 
group of controllers assembles it is difficult to find one 
among them whose company’s case has been settled. 


The Bretton Woods Meeting 
ONTROLLERS are watching with interest the de- 
velopment at Bretton Woods, New Hampshire, 
of plans of the International Monetary Conference, as 
they do all matters of international financial and eco- 
nomic importance. 

It has been suggested by Secretary of the Treasury 
Morgenthau that newspapers and the public should 
not approach the conference with fixed conclusions, 
and the New York Herald-Tribune deduces from that 
suggestion that Secretary Morgenthau senses a spirit 
of skepticism, if not of hostility, toward the meetings 
now in progress. It makes the point, further, that the 
conference approaches the public with fixed conclu- 
sions—just the reverse of the situation which Secre- 
tary Morgenthau pictured. 

The Herald-Tribune remarks that the meeting at 
Bretton Woods is not a monetary conference, but 
rather a conference called to rubber-stamp the experts’ 
plan for a Monetary Fund, a compromise between the 
Keynes and the White plans. Says that paper: 

“Though most of them are, of course, controversial, 
the objections to the Monetary Fund approach to cur- 
rency stabilization are numerous and serious. Some of 
the basic criticisms are: That the fund contemplated is 
too big; that, while most of the real contribution would 
be made by the United States, policies would be deter- 
mined by debtor-minded nations; that the fund is 
totally unadapted to the transition period; that the so- 
called ‘quota system’ is an open invitation to currency 
and credit abuses; that the United States might soon 
find itself having to face the responsibility for the 
breakdown of the scheme if, when its supplies of cur- 
rency were exhausted, it refused to put up more; that 
the sound approach to stabilization is the ‘key country’ 
approach, and, last but not least, that the so-called 
‘currency stabilization’ fund would not stabilize cur- 
rencies.” 

This is a concise statement of the objections and 
criticisms of the existing plans for a Monetary Fund. 
If these objections are studied seriously, with the idea 
of remedying them and of developing alternative or 
amended plans designed to meet the criticisms, then 
the meeting will become a real conference. At the time 
the Herald-Tribune made its observations the situation 
was that the meeting was asking the public and the 
press to accept its own plan, “not instead of something 
else but instead of no plan at all.” A: R.T. 








Budgeting of Postwar Reserves 


The term “postwar reserves” has been 
used very loosely. Hence, in many cases 
we have had not so much a meeting of 
minds as a confusion of tongues. 

We need to distinguish between the 
reservation of profits and the saving of 
money. One deals with equities or li- 
abilities and the other with assets. Prof- 
its and liquidity are not unrelated but 
the conditions which help one often 
hinder the other. 

Therefore we really have not merely 
one problcm but two: The first is the 
use of reserves in the accounting for 
war-time profits. The other is the use 
of financial plans or budgets in provid- 
ing for postwar cash requirements. 


RESERVES VS. SAVINGS 


Reserves are useful to indicate how 
the accrued income and the equity of the 
stockholders have been impaired. But 
when we set up a liability reserve we do 
not save any more money than if the 
same amount had been added to surplus. 
Money is saved by reducing dividends 
or taxes but dividends can be limited 
without reserves and taxes are not re- 
duced by reserves except as the law per- 
mits. Expenditures for purposes other 
than dividends or taxes are not in any 
way affected by liability reserves. 

Money can be saved by investing it in 
a special fund and this may sometimes be 
useful. But if present funds can more 
efficiently be used for other purposes 
and the future needs can as efficiently be 
met out of future receipts, a segregated 
savings fund is neither necessary nor 
desirable. 

The best way to provide for cash re- 
quirements is through budgetary con- 
trol of receipts, investments, and dis- 
bursements. We must try to foresee 
how the supply and demand for our 
money will be affected by future events 
and then plan how to use the available 
capital in the most efficient way. Neither 
reserves, funds, nor any other account- 
ing device can be any substitute for for- 
ward thinking and planning on the part 
of management. 

Different types of reserve or cash re- 
quirements call for different treatment 
and therefore separate consideration as 
follows: 


War-TIME Costs REQUIRING EARLY 
POsTWAR EXPENDITURE 


The first type includes expenditures 
to be made during the early postwar 
years which are definitely chargeable as 


By E. S. Freeman 


war-time costs, and for which only the 
amount is uncertain. 

Among these are employee separation 
allowances, deferred maintenance, and 
the cost of restoration or alteration of fa- 
cilities for peacetime use. 

Even if the restored plant is physically 
more efficient than the old one, its value 
to the stockholders will not be increased 
unless the improvement is relatively 
greater than that of the company’s com- 
petitors. The general public rather than 
the individual company is likely to be 
the beneficiary of any increases in effi- 
ciency which are common to the indus- 
try as a whole. 


CONTINGENT LIABILITIES AFFECTING 
WAR-TIME COSTS 


The second type of requirement in- 
cludes contingent liabilities which will 
be war-time costs if they develop, but 
for which the time of development as 
well as the amount is uncertain. 

Among these would be possible future 
claims of the government for taxes and 
rebates and of employees and the gen- 
eral public on account of occupational 
diseases and other disabilities which are 
traced back to war-time hazards. The 
latter might be important under so-called 
self insurance or when the insurance is 
written on a self-rated basis. 


War-TIME Costs WitHOouT DEFINITE 
CASH NEEDS 


The third type includes reserves for 
war-time destruction of asset values 
which cannot definitely be determined 
as to amount until after the war. Cash 
will be required for these only as and 
when replacements are to be made. 

Among these would be losses on the 
disposal of inventories of war materials 
or war-time substitutes for civilian prod- 
ucts. 

Also included would be losses on dura- 
ble assets from accelerated wear and 


tear or obsolescence due to war-time use 
or because of excess capacity created dur- 
ing the war. 


ACCELERATED OBSOLESCENCE AFTER 
WAR 


We may need to plan also for accel- 
erated obsolescence of facilities after the 
war, including losses due to obsolescence 
of the product or its markets. 

The cost of an asset should, I think, be 
spread over its economic life rather than 
over the whole of its physical life. When 
an asset is bought it is assumed to be the 
best available but its chance of remain- 
ing such will tend to decline with the 
passing years. Presumably its purchase 
was justified by earning power expected 
within a reasonable horizon of foresight. 
It is therefore logical to charge at least 
the larger portion of its cost against the 
revenues received within the limits of 
such foresight. Any earning capacity re- 
maining during the more speculative 
later years should be regarded as a sort 
of by-product not to be counted as asset 
value unless and until its realization is 
more definitely assured. 

The lower of cost or market principle 
which is applied to current assets should, 
I think, be applied also to durable assets. 
The cost which is apportioned against 
the future should be limited in both cases 
to amounts which we feel sure the fu- 
ture business can afford to pay. 

Writing off relatively more deprecia- 
tion during the early life of the assets 
means also writing off more during the 
expanding years of the business. These 
are the years when more depreciation 
usually can be afforded and when divi- 
dends are likely to be limited by internal 
needs for cash rather than by any lack 
of earnings. 

Furthermore it means leaving rela- 
tively less to write off after expansion 
has been completed, and thereby trans- 
fering some of the so-called profit to 
the years when dividends are more apt 








NET INCOME VS. NET PROFIT 


In this paper, Mr. Freeman succinctly brings out many worthwhile 
points, such as the observation that our tax legislators ‘‘seem merely 
to have deluded themselves and others with the idea that anything 
called net income in the law could be taxed as if it were net profit 
in fact.” Mr. Freeman is company auditor of Dennison Manufactur- 
ing Company, Framingham, Massachusetts, and presented the paper 
at the March 28 meeting of the Boston Control of The Controllers In- 
stitute, held in Worcester, Massachusetts. 
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to be limited by a lack of earnings than 
by the need for cash, and when relatively 
larger dividends are likely to be needed 
to maintain the previous market price of 
the shares. 

As industries grow older and more 
competitive the proportion of the assets 

urchased for cost savings tends to in- 
crease. Such purchases help to maintain 
earnings but are likely to increase earn- 
ings only if, as and when the concern is 
ahead of its competitors in reducing 
costs. Such investments, therefore, 
should be recovered out of the early sav- 
ings and the assets previously bought 
for expansion should have been well 
written down during the period of ex- 

ansion so as to make this possible. 

The amortization of intangibles also 
should not be neglected. The idea that 
organization expense, goodwill, and 
other so-called capital outlays are worth 
100 per cent. of cost until the day of 
liquidation is merely a delusion which 
has not yet been eradicated from the law. 


ADDITIONAL CAPITAL FOR HIGHER 
PricE LEVEL 


A fourth type of reserve may be 
needed for the additional capital which 
will be required if we have a higher 
price level after the war. 

The last-in, first-out or LIFO inven- 
tory method provides an invisible re- 
serve for this purpose; and this is a prac- 
tical method for concerns dealing in 
basic raw materials which fluctuate in 
price independently of the general price 
level. 

LIFO is not so good for concerns deal- 
ing in a variety of products subject to 
obsolescence or style changes. Nor is it 
designed to reflect changes in the gen- 
eral price level for these affect not only 
the inventories but also all the rest of the 
net assets. In such cases the additional 
capital is needed not so much to dupli- 
cate the past by the replacement of any 
specific assets as it is to serve the future 
by maintaining the purchasing power of 
the capital and earnings and hence of 
dividends, salaries, wages, and other 
factors of production and marketing. 

When assets are replaced at a higher 
price, the number of dollars invested in 
the business has increased and if the 
books are to be kept in dollars the bal- 
ance sheet should reflect that fact. Cer- 
tainly the sales and earnings ought to in- 
(tease in proportion to the price level 
and if the increase of assets is concealed 
the ratio of earnings to assets will be dis- 
torted. Also profit or loss can be made 
in buying as well as in selling and the 
books should count one as well as the 
other, 

On the other hand, an increase in the 
general price level is nothing but an in- 
Visible tax resembling a capital levy. 
While there is no appreciation of the as- 
sets in terms of dollars, there is depre- 
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ciation of the dollar capital in terms of 
what the dollars will buy. There can be 
no net gain to the corporation until 
enough additional dollars have been pro- 
vided out of gross income to offset the 
depreciation of the dollars previously 
invested by the stockholders. 

For example, if a corpotation has $10,- 
000,000 of invested capital and the ap- 
propriate price index goes up 30 per 
cent., I would deduct $3,000,000 from 
the bottom of the earnings statement and 
credit it to a special reserve of the nature 
of capital surplus. If and when the in- 
dex goes down, I would reverse the en- 
tries until such capital surplus has been 
eliminated. 

In the case of net current assets the 
additional dollar capital would be needed 
as rapidly as prices go up and this fact 
should be taken into consideration when 
ever the books are closed. 

In the case of durable assets the addi- 
tional capital would be required only as 
expenditures are to be made. Therefore, 
it might be sufficient to step up the de- 
preciation so as to provide the replace- 
ment cost by the time replacement is ex- 
pected. In that case, the excess over the 
depreciation on the original cost basis 
(deducted on the asset side) should be 
treated as the reserve for additional cap- 
ital. To the extent that the higher prices 
are due to the war, however, it would be 
logical to provide all the additional cap- 
ital required out of war time earnings. 

Maintaining the purchasing power of 
capital in the face of rising prices might 
be compared with avoiding deficits in 
the early 1930's. Either could be called 
an achievement but neither should be 
classed as profiteering. 


RESERVES FOR LOSSES AFTER THE WAR 


The fifth group includes reserves for 
losses which may or may not occur after 
the war according to whether we have 
depression and falling prices or pros- 
perity and sustained or rising prices. 

Even if these losses were certain to oc- 
cur they would not necessarily involve 
any present liability or measure the need 
for saving cash. The surplus itself can 
be considered as a reserve for contingen- 
cies of this kind. Also any decline in 
sales which causes a loss might also per- 
mit an offsetting reduction in cash re- 
quirements. The investment in net cur- 
rent assets might be decreased and ex- 
penditures for durable assets might be 
postponed. 

Much can be said for accounting meth- 
ods which charge against the peak years 
the entire cost of plant and organization 
capacity which is used only during such 
years. Such methods do a lot toward 
smoothing profits over the business cycle. 
There are, however, objections to the ar- 
bitrary use of reserves to make profits 
lower or higher according to the way the 
management feels. Certainly nothing 
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should be done to disguise the trend of 
sales, costs, or expenses or to delay cor- 
rectional measures. 

Probably the best solution is to recog- 
nize frankly that it is impossible to figure 
profits as if a business began and ended 
with a single fiscal year and, as a remedy, 
place increasing emphasis on the use of a 
running average of earnings for taxes, 
dividends, and all other purposes. 

While the mere probability of future 
loss is not a good reason for understating 
current profit it is a good reason why 
such profit should not be 100 per cent. 
distributed as taxes and dividends. 


SAVINGS FOR POSTWAR INVESTMENTS 


A sixth type includes postwar cash 
requirements for additions to physical 
capacity or efficiency for purposes which 
have no connection with war-time costs. 

If these additions increase the value 
of the business to the stockholders they 
should be reflected in increases of sur- 
plus. But the mere fact that the cus- 
tomer is getting greater value for his 
money, or labor and management more 
wages and salaries, or the government 
more taxes is no justification for an in- 
crease of surplus unless the capacity to 
pay dividends has been increased. 

The value of a business to its stock- 
holders does not necessarily increase in 
direct ratio with the cost or sales capacity 
of the assets in use. Not only wear and 
tear but also other factors such as taxes, 
competition, inventions and changes in 
public demand or in the price levels may 
reduce the earning power of the assets 
per unit as rapidly or more rapidly than 
the number of units is being increased. 

Industrial stockholders unlike bond 
holders are not entitled to the return of 
their principal and usually the stock- 
holders’ equity is wiped out by the years 
of losses which precede liquidation or 
earlier reorganization. Some stockhold- 
ers may make capital gains and others 
capital losses by trading with each other 
but over the whole life of the corpora- 
tion the stockholders as a group are 
likely to tose their principal and to get 
nothing in return except their dividends. 
Hence, the value of a corporation to its 
owners may be measured by the present 
value of a life annuity equal in average 
amount, duration and timing to the 
probable future dividends such corpora- 
tion will pay. 

While a business is expanding from 
the reinvestment of earnings, its so- 
called undistributed profits may be real 
to the extent that they do not, on the av- 
erage, exceed a fair capitalization of the 
average annual increase of dividends. 
Otherwise, they are at least to be sus- 
pected of being in the same class with 
the paper profits made on the stock 
market in the summer of 1929. 

After a business and its dividends 
have passed their peak, the shareholders 
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will have less and less chance of selling 
their shares for any large fraction of 
the price at which they were bought. 
Under such conditions, it is doubtful if 
any undistributed profits on the books 
can have any reality for the stockholders 
except as offsets to losses of other years. 

Accounting conventions worked in 
the past principally because they in- 
cluded the convention of conservatism 
and because all of the so-called profit 
was not paid out in dividends. It was 
possible to use judgment in the interpre- 
tation of the figures and to take into con- 
sideration the cash requirements of the 
business. 

Tax accounting, however, is without 
this saving grace and therefore, in spite 
of its fictitious precision, there is an in- 
evitable margin of error which it is un- 
able to control. While it worked well 
enough when the tax rate was low it is 
not competent to do the job it is now ex- 
pected to do. 


Postwar 


Mr. Freeman has discussed the prob- 
lem of postwar reserves with special em- 
phasis on the different purposes for 
which reserves may be set up and on the 
bearing of these different reserves on 
management planning. The points 
which I should like to make on the tax 
aspects of the problem fall under the fol- 
lowing headings. 

1. The policy of the Treasury Department to- 
ward reserves. 

2. The treatment of reserves under the present 
tax law. 

3. The relative merits of the carry-backs and re- 
serve proposals most likely to receive serious 
legislative consideration. 

The Treasury has clearly recognized 
one of Mr. Freemen’s points, namely, 
that the term reserves covers a multitude 
of ideas. In particular, as Mr. Freeman 
has explained, some reserves, such as 
those for separation allowances, clearly 
represent proper accounting charges 
against wartime revenues, whereas other 
reserves do not constitute proper charges 
against war profits but rather represent 
segregations of surplus. 

The Treasury has taken the position 
that, in principle, reserves falling in the 





‘The points briefly summarized in this dis- 
cussion are presented in much greater detail in 
War Profits Taxation and Special Wartime Re- 
serves (Harvard Business School, Business Re- 
search Studies, No. 30, 1944) and in an article 
entitled "Tax Revision for Reconversion Needs,’ 
Harvard Business Review (Spring issue, 1944). 
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If the people who design our tax laws 
had really understood this thing called 
corporation profit they might either have 
permitted the deduction of limited re- 
serves before taxes or have allowed room 
for them after taxes. Instead they seem 
merely to have deluded themselves and 
others with the idea that anything called 
net income /n the law could be taxed as 
if it were net profit in fact. 

Yet statutory net income is not net 
profit at all but merely gross income 
minus certain limited deductions. Also 
statutory excess profits are commonly 
very much in excess of real excess profits. 

The capital punishment for having 
statutory excess profits is greater than 
for many crimes. Hence it does not seem 
unreasonable to ask for suspension of 
sentence until there is an opportunity to 
produce the exonerative evidence. Cer- 
tainly the idea that the taxpayer must be 
considered 100 per cent. guilty until 
proved 100 per cent. innocent violates 
the sacred tradition of the common law. 


The tax carry back, however, is a big 
step forward. It will help to the extent 
that the unfavorable after-effects of the 
war can be offset against the so-called 
profits of the war period. But it will 
not eliminate the tendency to overstate 
the profits available for taxes and divi- 
dends during periods of rising prices, 
expanding volume, or shrinking rates of 
return on capital. 

Probably much of what was called un- 
distributed profit during past years rep- 
resented money which had to be rein- 
vested in the business to prevent the 
earnings from declining. To that ex- 
tent it should instead have been called 
earnings or capital maintenance expense 
or have been offset by reserves for eco- 
nomic or political obsolescence. Some 
of the so-called corporate saving was 
probably corporate disinvestment or loss 
and at least some of the cash dividends 
included a return of capital as well as a 
return on capital. 


Reserves and Federal 


Tax Policies 


By J. Keith Butters 


first category should be recognized as 
deductions in determining taxable in- 
come, whereas reserves falling in the 
second category, as Mr. Freeman has ex- 
plained, obviously do not constitute 
proper charges against war revenues. 
However, the Treasury, following <Ac- 
counting Research Bulletin No. 13, has 
also insisted that a reserve should be 
measurable within reasonable limits if it 
is to be allowed as a deduction for tax 
purposes. 

The Treasury has taken the position, 
for instance, that it would be impracti- 
cable to set up a reserve for deferred 
maintenance based on a precise engineer- 
ing estimate of the amount of. deferred 
maintenance. It did, however, support 
a reserve for inventory losses resulting 
from price declines. The Treasury pro- 
posed that price indexes be used to 
measure the amounts to be credited or 


charged to this reserve much in the 
manner outlined by Mr. Freeman. This 
proposal was once tentatively adopted 
in 1942 by the Committee on Ways and 
Means, but it was never formally written 
into the Internal Revenue Code. The 
Senate Finance Committee rejected this 
and other reserve proposals by the Treas- 
uty, largely because of the administra- 
tive problems which they would have 
raised. In their place, the much discussed 
carry-back provisions were adopted with 
the approval of the Treasury Depatt- 
ment. 


CARRY-BACK PROVISIONS 


In effect, the carry-back provisions, in 
combination with the carry-over provi- 
sions, allow a taxpayer to compute his 
income and excess-profits tax liabilities 
on the basis of a crude five-year average. 
Deficiencies in income or in excess prof- 








“CARRY-BACK” A POSTWAR CASUALTY? 


Supplementing the preceding paper by Mr. Freeman, is this presen- 
tation by Mr. Butters, who is assistant professor of financial research 
of the Harvard Graduate School of Business Administration and for- 
merly an economic analyst with the Treasury Department. This paper 
was delivered at the meeting of the Boston Control in Worcester on 
March 28, in conjunction with Mr. Freeman’s. 


—THE EDITOR 
— 
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its may be deducted from income or ex- 
cess profits of the two preceding or the 
two succeeding years before the ultimate 
tax liabilities of these years are settled. 

A dramatic illustration of the opera- 
tion of the carry-back provisions has re- 
cently come to my attention. A small 
company manufacturing materials for 

refabricated houses, with an invested 
capital of $35,000, had gross earnings of 
$30,000 from war contracts in 1942. Its 
1942 Federal income and excess-profits 
taxes are shown in Exh/bit 1. 

In 1943 the war contzacts of this firm 
were terminated; it had a deficit of $25,- 
000 in that year. Thus, at the end of 
1943, it had a capital impairment of $16,- 
986. In other words, considering the 
two years as a unit, the firm had a net 
income before taxes of $5,000 and paid 
$21,986 in Federal taxes—an effective 
rate of nearly 440 per cent. 

The privilege of carrying 1943 losses 
back against 1942 profits, however, as 
shown in Exhibit 2, goes a long way to- 
ward remedying this inequity. The 
1942 income becomes $5,000, on which 
the tax liability is $1,250. A refund of 
$20,736, representing the difference be- 
tween the taxes originally paid on 1942 
liabilities and the adjusted liability, is 
paid to the taxpayer. Thus, the carry- 
back adjustment in this instance lowers 
the effective tax rate on combined 1942 
and 1943 incomes from approximately 
440 per cent. to 25 per cent. Twenty- 
five per cent. is the statutory rate on an 
income of $5,000. 

This example, taken from the experi- 
ence of an actual company, illustrates the 
merits of the existing carry-backs. Their 
contribution is that they allow losses in 
depressed years to be offset against prof- 
its in good years, thus equalizing effec- 
tive and statutory tax rates. In the in- 
stance cited, complete equalization was 
attained. Frequently, however, the ad- 
justment will not be so precise. Never- 
theless, in the vast majority of cases, the 
carry-backs will assure a reasonably equi- 
table ultimate determination of wartime 
tax liabilities. 

It must be pointed out, however, that 
the carry-backs, in their present form, 
s have two potentially crippling de- 
ects: 


(1) They will not meet immediate 
postwar cash needs. Refunds generally 
will not be made under these provisions 
for at least a year after the onset of un- 
profitable operations. The taxpayer is 
not eligible for refunds until he files a 
teturn showing a net operating loss or an 
unused excess-profits credit on his tax 
feturn. This return will not be filed un- 
til after the end of the year in which the 
loss or subnormal income has been in- 
curred. Then it must be audited by the 
Bureau of Internal Revenue, and agree- 
Ment as to the amount of the loss must 
be reached by the taxpayer and the Bu- 
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EXHIBIT 1 


Federal Income and Excess-Profits Taxes of Company X 


Total net income 
Less: Excess-profits credit 
8% of $35,000 invested capital 
Specific credit 


Taxable excess profits 
Excess-profits tax at 90% 
Normal tax 

15% on $5,000 

17% on $2,800 
Surtax 

10% on $7,800 


Total taxes 
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$30,000 
$2,800 
5,000 7,800 
$22,200 
19,980* 
$750 
476 1,226 
780 
$21,986 


* Excess-profits taxes are stated prior to the deduction of the postwar refund of 10% of ex- 


cess-profits taxes. 


EXHIBIT 2 


Refund under Carry-back Provisions from 
$25,000 Deficit in 1943, Company X 


1942 Data Without Consideration of Carry- 
backs 


Taxable income $30,000 
Taxable excess profits 22,200 
Excess-profits tax 19,980 
Taxable “normal” profits 7,800 
Normal tax and surtax 2,006 
Total taxes 21,986 


1942 Data Adjusted for Carry-back of 1943 
Deficit 

Taxable income 

Taxable excess profits 

Taxable normal profits 


$5,000 
None 
5,000 


Normal tax and surtax 1,250 
Carry-back Refund 
Total refund from $25,000 deficit: 

$21,986 less $1,250 $20,736 
Twenty-five per cent. of total refund 5,184 


reau. Several years may easily elapse be- 
fore the refunds are made to many tax- 
payers. 

The effect of this delay may be made 
clear by reference to the case cited. Ul- 
timately, the company would have re- 
ceived equitable tax treatment. During 
1943, however, it had to struggle along 
with a severe capital impairment result- 
ing solely from temporary overpayments 
of 1942 tax liabilities. The right to 
eventual refunds provided slight solace 
to harried executives struggling to meet 
current liabilities and operating expenses 
in 1943. 

If this experience should be repeated 
on a major scale, it could amount to a 
national catastrophe. At the time of 
mass contract terminations, thousands of 
firms, not to mention entire industries 
such as the airframe manufacturers, will 
be in the identical predicament of this 
illustrative case. 

(2) The second important defect in 
the present carry-back provisions is the 
possibility that they may be repealed at 
the very time they are most needed. In 
their present form they are simply sec- 
tions in the tax law. They involve no 
specific commitments with individual 
taxpayers. Consequently, Congress could 


repeal them without breaking faith with 
any taxpayer. 


Pressure for the repeal of the carry- 
backs is likely to develop. If there 
should be a serious postwar depression, 
the carry-backs would necessitate large 
tax refunds to big business at the very 
time that millions are unemployed. The 
fact that these refunds in reality would 
be simply an adjustment for previous 
overpayments of taxes might be brushed 
aside in the politically charged atmos- 
phere likely to prevail in the presence of 
such unemployment. Likewise, the fact 
that small enterprises with limited cap- 
ital resources would benefit relatively far 
more than large corporations might be 
ignored. 

The unused excess-profits credit carry- 
back is particularly vulnerable to repeal. 
If the excess-profits tax should be dis- 
carded at the end of the war, the unused 
credit carry-back would be in serious 
jeopardy. Most of the computations re- 
quired for the excess-profits tax would be 
needed to compute this credit. The sheer 
administrative burden would be consid- 
erable. 

The effects of repeal of the carry-back 
provisions at the end of the war could 
be extremely serious. Some firms, at 
least, will make financial commitments 
on the assumption that the carry-back 
provisions will remain in effect during 
the postwar adjustment period. Sudden 
repeal of the carry-backs might throw 
the financial plans of such enterprises 
into complete disorder. 


REVISION OF CARRY-BACKS 


These defects, however, can be rem- 
edied by relatively simple legislation. 
Indeed, the Treasury Department has 
proposed a revision to rectify the fail- 
ure of the carry-backs to give refunds 
with sufficient promptness. The Treas- 
ury proposal, as outlined by Randolph E. 
Paul, may be summarized as follows: 


1. For a reasonable postwar period a corpo- 
rate taxpayer anticipating the realization of a 
net operating loss or the existence of an unused 
excess profits credit may apply for a complete or 





286 


partial postponement of outstanding tax liabili- 
ties. 

2. The amount postponed will be limited to 
the tax refunds that will result from the antici- 
pated carry-backs. 

3. The taxpayer will be required to file a 
statement with the Collector of Internal Revenue 
showing his estimated losses or unused credits 
and the resulting refunds to which he is entitled. 
Sufficient supporting data will be required to 
satisfy the Collector that the taxpayer's claim is 
reasonable, 

4. Errors resulting from these estimates will 
be corrected when the taxpayer files his regular 
annual return at the end of the taxable year. 


The operation of this proposal may be 
illustrated by reference to Company X. 
Suppose that its war contracts were ter- 
minated in February, 1943 (I do not 
know precisely when they were termi- 
nated), and that the management esti- 
mated that its deficit in 1943 would be 
$25,000. As shown in ExhAzbit 2, the firm 
is entitled to a refund of $20,736 of its 
1942 tax liabilities of $21,986. The 
1942 taxes were due in quarterly install- 
ments of $5,497, payable in March, June, 
September, and December of 1943. Un- 
der the Treasury proposal, however, the 
actual quarterly payments in 1943 would 
only be $313. The taxpayer would be 
allowed to deduct from his quarterly 
payment one-fourth of his estimated 
carry-back refund, in this instance, one 
fourth of $20,736, or $5,184. Thus, the 
taxes originally due on 1942 earnings 
would never be collected and would not 
constitute a drain on working capital. 

The danger that the carry-backs may 
be repealed can be attributed primarily 
to their failure to place the government 
under specific contractual obligation to 
individual taxpayers. Even if the carry- 
backs are not in fact repealed before they 
are useful, the imminent possibility of 
their repeal limits the willingness of 
business concerns to base financial plans 
upon them. Any such inhibition on busi- 
ness planning will clearly have an un- 
favorable effect on postwar employment, 
especially in the crucial transition period. 
The fear of repeal can be abolished if 
the government will assume a specific 
commitment to individual taxpayers. 

It is therefore recommended that the 
Treasury be ordered to issue a certificate 
to corporate taxpayers, upon each pay- 
ment of their war tax liabilities, stating 
the taxpayer's right to a refund of these 
taxes to the extent authorized by the then 
existing carry-back provisions. If the 
tax law was so amended, the taxpayer 
would be assured that he would be en- 
titled to refunds of, say, his 1943 tax 
liabilities, in the event that he suffered 
losses or unused excess-profits credits in 
1944 or 1945, even though the carry- 
backs were repealed after 1943. 


RESERVES VS. CARRY-BACKS 


A myriad of reserve proposals have 
been made to Congressional committees 
by various business firms and organiza- 
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tions as well as by the Treasury Depart- 
ment. These proposals vary from care- 
fully defined reserves for specific pur- 
poses to general reserves equal to an 
arbitrary percentage of net income. The 
latter category appears to be the one most 
likely to receive serious Congressional 
consideration. 

Perhaps the most frequently discussed 
proposal in this category is that of Sen- 
ator Carl Hatch. He would amend the 
tax law to provide: 


(1) that reserves claimed by taxpayers in 
amounts not exceeding 20 per centum of their 
taxable income shall be deductible as an operat- 
ing expense in computing Federal income and 
excess profits taxes, subject to the following 
conditions: 

(2) that the amount set aside in such reserves 
be invested in a spectal issue of nonnegotiable, 
non-interest-bearing government bonds, redeem- 
able at any time prior to a date 18 months after 
the cessation of all hostilities ; 

(3) that simultaneously with the liquidation 
of such securities, the taxpayer must return the 
amount derived from such liquidation to his 
taxable income for the year of liquidation’ 


Plans of this general type fall in the 
category of surplus reserves, rather than 
in the category of reserves designed to 
improve the definition of taxable income. 
Some firms are clearly required to pay 
taxes on an overstated taxable income at 
the present time, while others are able to 
understate their wartime taxable income. 
The Hatch proposal would allow ail tax- 
payers to shift up to 20 per cent. of their 
wartime income (as now defined) into 
the first two postwar years. 

Should major reliance be placed on 
deductible reserves or on improved 
carry-backs as a means of handling the 
tax aspects of the postwar working cap- 
ital problem? 

Although the two alternatives are not 
necessarily mutually exclusive, in prac- 
tice they may be nearly so. Deductible 
reserves could be provided in addition 
to the existing carry-backs, but their en- 
actment might imperil the continuance 
of the carry-backs. Moreover, as Ran- 
dolph Paul has emphasized in a recent 
speech, Congress probably would not 
be willing both to authorize deductible 
reserves and to enact the revisions in the 
carry-backs here suggested. Conse- 
quently, a basic decision must be made 
to adopt one technique or the other. 


RELATIVE ADVANTAGES OF CARRY-BACKS 


My thesis is that the carry-backs are 
superior to deductible general reserves. 
This thesis, I believe, draws support 
from broad economic grounds, from con- 
siderations of equity, and from the nar- 
row financial interests of the individual 

’ Additional Report of the Special Committee 
Investigating the Natioval Defense Program 
pursuant to Senate Resolution 71, Outlines of 
Problems of Conversion from War Production 
(78th Congress, 1st Session, 1943), p. 9. 





firms most in need of relief. The carry. 
back technique has the following ad- 
vantages: 


(1) it offers much greater protection 
to enterprises with a prospect of severe 
postwar losses than does any practicable 
system of deductible reserves. Under 
the carry-back provisions, losses may be 
offset against war profits in an amount 
equal to the entire net income before 
taxes of the two years preceding the loss. 
The relative advantages to taxpayers 
with large losses may be made clear b 
reference to Company X. The carry-back 
refund to this firm because of its 1943 
losses amounted to $20,736. The Hatch 
proposal would have reduced the firm's 
taxable income by 20 per cent. of the 
1942 income of $30,000, or $6,000, and 
its tax liabilities by 90 per cent. of $6,- 
000, or $5,400. Thus, # would have 
taken four years with incomes at 1942 
levels for this firm to have accumulated a 
reserve offering a protection equal to 
that actually provided by the carry-back. 
Moreover, if the firm had had two years 


‘of profits at 1942 levels, it would have 


taken eight years before equivalent pro- 
tection would have been provided by the 
reserve. The latter situation is typical 
of most firms at the present time. Thus, 
unless wartime profits should taper off 
very gradually, the Hatch proposal 
would have to be in effect for perhaps 
five to ten years before it would offer 
protection equivalent to that of the 
carry-backs. 

(2) Relief granted by the proposed 
revision of the carry-backs would be free 
from subsidies. This revision would 
merely recognize currently the legiti- 
mate claims of taxpayers that, as the law 
stands now, will be settled only after a 
serious delay. Temporary errors result- 
ing from the preliminary settlement on 
an estimated basis would be automati- 
cally corrected at a later date. 

On the other hand, deductible surplus 
reserves, as proposed by Senator Hatch, 
would shift income of all corporations 
from war years to postwar years, regard- 
less of whether the wartime income of 
these corporations was actually over- 
stated or understated. Firms like the 
automobile manufacturers with a large 
backlog of postwar demand, would prob- 
ably receive a substantial tax reduction 
from the Hatch proposal. On the other 
hand, Company X, and with it many 
companies facing postwar losses, such as 
the airframe manufacturers and machine- 
tool manufacturers, would receive no 
long-run benefit whatsoever from the 
Hatch proposal. 

An acrimonious Congressional debate 
would undoubtedly precede the adop- 
tion of the Hatch proposal. The 1m- 
pression would be created in many quaf- 
ters—and not wholly without reason— 
that this proposal amounted to a hand- 
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out to so-called war profiteers. Fuel 
would be added to any antibusiness re- 
action that might arise after the war, 
especially in the event of a postwar de- 
ression. Although such a reaction 
might also develop in the case of the 
carty-backs, they would be protected by 
the legislation here recommended, par- 
ticularly the provision for Treasury cer- 
tification during the war. 

(3) The revised carry-backs would 
have a more salutary effect on the post- 
war industrial competitive structure 
than would deductible surplus reserves. 
Since the incomes of small firms gener- 
ally fluctuate more violently than those 
of large companies and since small firms 
have less access to capital markets and 
consequently find their opportunities for 
growth more nearly limited to retained 
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earnings, discriminatory taxation of the 
earnings of such firms would be espe- 
cially restrictive. Discriminatory taxa- 
tion would also bear harshly on greatly 
expanded firms operating on a thin mar- 
gin of equity capital. The carry-backs 
are a much more selective and powerful 
device than surplus reserves in alleviat- 
ing tax discriminations. Whereas the 
carry-backs provide relief only to firms 
with postwar losses or subnormal in- 
comes, deductible surplus reserves prob- 
ably would reduce the tax liabilities of 
all corporations subject to the excess- 
profits tax. Such reserves, by entrench- 
ing established firms, would also make 
the establishment of new enterprises af- 
ter the war more difficult. 

Deductible surplus reserves, on the other 
hand, would be superior to the revised 
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carry-backs in two respects: (1) They 
would be somewhat simpler to adminis- 
ter, and (2) The taxpayer would know 
precisely what funds would be available 
to hiin. The carry-backs, however, are 
not seriously defective in either respect. 

In conclusion, then, in my judgment 
the advantages offered by the revised 
carry-back technique far outweigh those 
of deductible surplus reserves, from the 
standpoint both of the narrow interests 
of taxpayers and of the general social 
good. The only group of taxpayers 
likely to benefit more from deductible 
surplus reserves than from the revised 
carry-back provisions would be firms so 
prosperous in postwar years that they 
had no losses or unused credits to carry 
back; reduced tax rates for such taxpay- 
ers would be difficult to justify. 


Taxation After the War 


In one sense, the discussion of taxa- 
tion after the war, to be most helpful, 
should be related to the federal budget 
after the war. That is, we should de- 
cide, or we should at least have some 
opinion, about a balanced budget, and 
about the level of the federal expendi- 
tures. Otherwise, there can be no com- 
mon meeting ground for a consideration 
of the extent and the character of the 
changes that can be made in the war tax 
structure. To be sure, there are those 
who assure us that we need not be con- 
cerned about the relation between the 
budget and the taxes. According to this 
doctrine, we should simply plan to col- 
lect whatever may be convenient in taxes 
and put the rest of the budget “‘on the 
cuff”. This makes about as much sense 
as does the story about the gentleman 
farmer’s advice to his men, which was 
to stack all the hay outside that they 
could and put the rest in the barn. 

It is possible that these fiscal sooth- 
sayers and medicine men are trying to be 
tealistic to the extent of recognizing that 
there is no possibility of redeeming the 
public debt and therefore in counseling 
that we should adopt a policy in fiscal 
matters that will keep the ship afloat as 
long as possible. But, if this be their 
am, I cannot agree with their view as 
to the best measures for keeping afloat 
as long as possible. The quickest way 
to sink the ship of state, with all hands 
aboard, is to continue the rise of the pub- 
lic debt. I doubt if anyone is under any 
illusion as to the ultimate disposition of 
the public debt, although there is an im- 
mense amount of whistling to keep up 
our courage. Certainly the future of the 
debt would now be much less dark had 
it not been for the indefensible fiscal 
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policy which added some 50 billions to 
the debt, direct and contingent, in the 
ten years after 1930. 

If we are by any means to stabilize the 
debt and avoid its repudiation, after the 
war, it is absolutely essential that there 
be no further debt increase. This means 
that we must look ahead to a balanced 
budget, after the war, and in order to 
keep the budget balanced we must not 
permit the government to engage in any 
kind of transaction or operation for 
which the people are not ready and will- 
ing to foot the bill as they go. There 
will be many attractive and enticing 
things which the government will be 
asked to do. No matter how promising, 
or even how urgent they may appear to 
be, if they involve further additions to 
the debt they should not be undertaken. 

The use of public credit can mean 
only one of two things: first, it is a mort- 
gaging of future tax revenues, a means 
of getting increased funds now against 
the pledge of future taxes. As the debt 
matures, its repayment diminishes the 
ig mt of future revenues that can 
e devoted to current uses; or second, 
it may mean that debt is being created 


with no intention to repay, a policy 
which involves getting something for 
nothing through inflation, a policy which 
can end only in the repudiation of all 
debt. During a war, there must be a 
desperate mortgaging of the future since 
no nation has ever been willing, not even 
the nations under dictatorships, to op- 
erate a war on a cash basis, which would 
mean curtailing civilian incomes and ci- 
vilian purchasing power in the same pro- 
portion as the government’s diversion of 
the current product for the war purposes. 
Consequently, debt financing appears to 
be inevitable in greater or less extent, 
during a war. But this fact or condi- 
tion points the more surely to a course 
of prudence after the war. 


BALANCED BUDGETS 


While the above line of argument 
might appear to compel me to set a limit 
to the federal budget after the war, this 
is not really the case, for what I am say- 
ing is, in effect, that the federal govern- 
ment must plan to spend only such 
amount as the people are willing to pro- 
vide in taxes. This amount may be as 








PREVENT ABUSE OF TAX POWER 


Sixteen states, it is reported, have moved toward limitation of the 
federal tax power through constitutional limitation. The abuse of tax 
power is undoubtedly a most ‘serious problem. Hence the plan of al- 
location of federal, state and local tax powers which is outlined in this 
paper deserves most serious study. 
is professor of public finance at Princeton University and chief econo- 
mist of Tax Foundation, New York, before the May 4 meeting of the 
Philadelphia Control of The Institute. 
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little as 15 billions or as much as 25 bil- 
lions. The precise amount is not so im- 
portant as it is that whatever it may be 
shall not exceed the amount to be taken 
from the people in taxes. This will not 
be an easy course to follow. Apart from 
the influence of powerful pressure 
groups that can be most readily placated 
by Treasury hand-outs, there is the fact 
that the federal budget has not been bal- 
anced since 1930. 

If we assume that no one acquires suffi- 
cient civic and political intelligence be- 
fore age 15 to have any sort of grasp 
of fiscal affairs, it follows that the entire 
population under age 30 has observed 
and experienced only deficit and war 
financing. This group has seldom, if 
ever, heard the expression, ‘‘a balanced 
budget” referred to except in terms of 
ridicule. Little wonder, then, that it 
should so easily be persuaded that the 
false prosperity of a war period can be 
maintained during peace by a continu- 
ance of the bankruptcy methods of fi- 
nancing used during the war. 

And yet, the level of the postwar ex- 
penditures, with the corresponding level 
of the postwar taxes, does become im- 
portant in that the effect of the taxes on 
the motives and incentives which actuate 
the people must be considered. All 
taxes are merely transfers of money from 
the citizens to the government. This 
transfer does not affect the total volume 
of purchasing power, hence has neither 
depressing nor inflating effects, per se, 
for the government spends instead of 
the people. Heavy taxation produces a 
definite repressive effect because of the 
feeling that is engendered in many minds 
that the purposes of the government in 
levying the final installments of the taxes 
are not economically or socially justifi- 
able in relation to the tax burdens im- 
posed. 

That is, the taxes paid to defray the 
ordinary and accepted costs of govern- 
ment in performing those services which 
are recognized as being conducive to 
poe order, justice and stability are not 
urdensome. There is an ample value 
rendered in return for these taxes. The 
onerous taxes begin beyond this point, 
whether it be in paying more than is war- 
ranted for an obviously useful service 
like police or education, or in undertak- 
ing experiments which are of dubious 
or unproven value to the productive en- 
ergies of the nation. 

It is axiomatic that no government 
policy, whether in taxation or elsewhere, 
should have the effect of restraining or 
repressing the productive efforts of the 
people. The worst possible course that 
any government could take would be to 
create in the people the attitude of 
“What's the use?” It is as true today as 
it was in Adam Smith’s time that the 
government’s prosperity rests on the 
prosperity of the people. And it is like- 
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wise true today, as it was then, that the 
prosperity of the people derives from 
their freedom to pursue their own in- 
terest and from their freedom to have 
and enjoy the fruits of their labor, their 
thrift, their ingenuity, their foresight, 
their risk-taking, and their daring. 

The conclusion of the argument to 
this point is that taxes should be mod- 
erate. Government must not undertake 
projects so ambitious or so costly as to 
involve heavy taxation at any point. If, 
through moderate taxation, there is at- 
tained a level of prosperity under which 
moderate taxes will provide revenues 
sufficient to permit the government to 
embark on projects that may appear de- 
sirable, there can be no objection from 
the standpoint of taxation. Severe or 
crushing taxes for such purposes would 
defeat their own objective by reducing 
the capacity of the nation to finance any 
level of public activity. 

Coming more directly to the subject 
of postwar taxation, and assuming that 
the primary objective of anything that is 
worth saying on that subject is the crea- 
tion of a tax and fiscal environment in 
which the private enterprise system will 
thrive and flourish, I have developed 
some remarks along two paths. One isa 
discussion of desirable postwar tax 
changes along conventional lines and in 
accord with conventional thinking; the 
other path is one in which I have ven- 
tured to do some pioneering. I shall 
presently wander for a time along this 
second path because I am always hopeful 
that there may be a few who would like 
to see a new approach to an old problem. 


PosTwAR TAX CHANGES 


All of the discussion of postwar tax 
changes that has come to my attention 
indicates substantial agreement on a 
number of outstanding issues, although 
none of this discussion has been sufh- 
ciently concerned with details to uncover 
some matters regarding which there is 
likely to be lack of unanimity. For ex- 
ample, it is generally agreed that the ex- 
cess profits tax should be repealed at the 
close of the war. All businessmen de- 
voutly hope for this consummation. But 
repeal of this tax involves a complica- 
tion for some, for it would cut off the 
privilege of carrying back unused excess 
profits credits, and hence the possibility 
of securing a refund of excess profits tax. 
The reconversion period is likely to be 
one in which corporate earnings will be, 
in many cases, less than the normal 
amount not subject to excess profits tax. 
Any deficiency of earnings below the 
standard allowance or credit for the base 
period or for invested capital, as the 
case may be, would give rise to an un- 
used excess profits credit which could be 
carried back against excess profits in the 
two preceding years, provided the law 
has not been repealed in the meantime. 





The carry-back would involve refunds 
at the time business earnings were below 
normal, or were nonexistent. By the 
same token, the refunds would be 4 
heavy drain on the Treasury at a time 
when revenues were declining. The 
dilemma is obvious. To keep the excess 
profits tax through the reconversion pe- 
riod, in order to use the carry-back, 
might create a precedent for its indefi- 
nite retention. To insist upon the re- 
funds recoverable through the carry- 
back would strengthen the charge, al- 
ready being made, that the government 
is to guarantee corporate profits, and 
give additional force, in the view of 
labor, to the demand that the corpora- 
tions should guarantee annual wages. It 
may be that as the prospect of refunds 
looms large, Congress will promptly te- 
peal the tax, since the refund is as dan- 
gerous for the politician as it is for busi- 
ness. 


Tax-EXEMPT DIVIDENDS 


A second point on which there will 
be general agreement is reduction of 
the ordinary corporation tax rate. Such 
a detail as what the postwar rate should 
be is not usually considered, but it should 
be clear that, as a matter of wise long- 
range tax policy, the corporation rate 
should be geared to the normal or stand- 
ard rate on individual incomes and that 
dividends should be excluded from in- 
come for purposes of the normal tax. 
Were this done, then the various indi- 
viduals subject to income tax would all 
pay the same starting rate regardless of 
the source of their respective incomes. 

No one can be found who will say a 
good word for the capital stock and de- 
clared value excess profits tax. This pair 
of taxes is completely phony and its op- 
eration is best illustrated by the familiar 
trick question: “Have you stopped beat- 
ing your wife?” It is time that we were 
grown up past the stage of trick, “wife- 
beating” types of taxation. 

When we get farther into the income 
tax and encounter such matters as capital 
gains, consolidated returns and the treat- 
ment of business net losses, the going 
gets harder, so far as a concensus is con- 
cerned. There is a sensible and rational 
solution for each of these issues and if 
this paper were to be confined entirely 
to the conventional lines of tax improve- 
ment it would be worth while to set them 
out. I may add that there will be agree- 
ment, probably not quite so general, as 
to the reduction of the extreme rates of 
personal income tax and of estate and 
gift taxes. The excise tax on liquors 1s 
already higher than is required to afford 
the bootlegger his necessary margin of 
costs plus profit. Some other excise rates 
are equally due to be revised as the wat 
ends, if not sooner. 

All of these matters are important and 
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all deserve careful consideration.’ Were 
the situation that we shall face in the 
ostwar period less grave, they would 
serve as the nucleus of a reasonably ac- 
ceptable program. But in reality, they 
are merely essential preliminaries, and 
my belief is that any postwar program 
which follows the conventional pattern 
and arrives only at a series of changes in 
the conventional tax system, will be an- 
other case of too little and too late. 


DESTRUCTION VIA TAXES? 


The system of free enterprise and sys- 
tem of democratic control of the purse 
alike face a serious threat. It is the 
threat of destruction through taxation. 
It is this danger which compels the con- 
clusion that any scheme of taxation re- 
vision which goes no farther than 
changes of rates, of definitions, and of 
allowances of one sort or another, will 
be both too little and too late. 

I invite you to begin the consideration 
of this aspect of the problem, as I have, 
by taking a good long look at John Mar- 
shall’s famous dictum, so often quoted 
and as often disregarded: “The power 
to tax involves the power to destroy.” 
Taxation can involve, or be so used, as 
to result in destruction. Observation 
suggests and experience confirms that 
this is a profound truth. No argument 
is required to demonstrate the futility of 
destruction, hence it should be unneces- 
sary to produce weighty evidence to es- 
tablish the undesirability of destructive 
taxation. 

Yet, despite the conclusion to which 
logic and reason lead, taxation has be- 
come destructive at many points and in 
many ways. This has not been alto- 
gether accidental, for there is more than 
a little evidence of destructive intention 
in various quarters. 

Different methods might be tried to 
prevent destructive uses of the taxing 
power. Indeed, it might be supposed 
that an enlightened citizenry would be, 
in itself, a sufficient safeguard. But such 
is the reaction, or rather the lack of re- 
action, of human nature to taxation that 
reliance on sheer enlightenment may be 
at times misplaced. In this respect taxa- 
tion stands virtually alone. Few persons 
would stand indifferently by while an- 
other was being beaten or robbed by 
thugs. Yet, great numbers of persons 
not only stand by, but give active sup- 
port, while others lose their property or 
their business under crushing taxation, 
or while their pockets are being picked 
by a confiscatory tax. 

The situation that will obtain under 
the 1944 tax law, as passed by the Senate, 
confirms this statement. More than 100 
per cent. of all large incomes is to be 


“From this point the paper follows closely 
another by the writer, published in the Com- 
mercial and Financial Chronicle, February 10, 
1944, under the title, “A Postwar Tax Pro- 
gram.” 


The Controller, July, 1944 


taken this year in taxes. And not as 
much as $24,000 can be left out of any 
income after taxes. Only when those 
who are not affected by a particular tax 
are as ready as those who must pay it to 
protest against excessive rates or ineq- 
uitable tax treatment can general civic 
enlightenment be depended upon to pre- 
vent economic destruction through tax- 
ation. While this kind of restraint may 
be the ultimate goal, it is beyond ques- 
tion a long way off. In the meantime, a 
practical way of preventing the destruc- 
tive use of taxation is to arrange the vari- 
ous taxes so as to provide wherever pos- 
sible an automatic check upon abuse. 


TAX POLicy OUTLINE 


Some time ago, I outlined a plan* of 
distribution of taxes among federal, state 
and local governments which appears to 
offer the maximum possibilities of auto- 
matic restraint upon the abuse and the 
destructive use of the taxing power. In 
outline, this proposal is as follows: 


1. Federal Revenue Sources 
a. The customs 
b. Excise taxes on commodities 
c. General Sales Taxes 
d. A flat rate tax on individual gross in- 
comes collected at source in the greatest 
degree possible 
e. Pay roll taxes for social security benefits 
2. State Revenue Sources 


a. Death taxes 

b. Business taxes, including taxes on busi- 
ness net income 

c. Taxes on individual incomes, at propor- 
tional or progressive rates as may be 
desired 

d. Gasoline and motor vehicle taxes 

3. Local Revenue Sources 

a. The property tax, a field now being en- 
tered by the federal government via the 
use tax on automobiles and boats 

b. Miscellaneous local revenues 

c. State aids and grants 


This program was devised as an an- 
swer to the alarming concentration of 
fiscal power in Washington. In my 
opinion, that tendency offers far more 
serious threat to our institutions and our 
liberties than any concentration of eco- 
nomic power, although the latter sub- 
ject is of perennial interest to Congres- 
sional committees, to the Department of 
Justice, and to the demagogue. It is 
possible to correct undesirable economic 
concentration by economic means, but 
there will be no way of breaking the 
grip of fiscal despotism in Washington 
once it has acquired firm hold. 

Shortly before the publication of the 
paper quoted above, an expression of the 
extreme centralization viewpoint had 
been given by a high federal official. Al- 
though he spoke in his individual ca- 

*H. L. Lutz, "A Tax on Gross Income Pay- 
ments to Individuals,” in Financing The War, A 
Symposium conducted by the Tax Institute, 
Dec. 1-2, 1941, Chapter VII. Extracts used by 
permission. 
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pacity, as federal officials always do, the 
views expressed were not repugnant to 
many who are influential in shaping na- 
tional policy. The following passage? 
is quoted from the address in question: 


“If we are to be successful in the objective 
of creating a high and steadily increasing de- 
mand for the products of industry after the 
defense period, we must adopt a progressive 
tax system bearing heavily upon savings con- 
centrated in creditor areas and lightly upon 
the great mass of families in the low income 
groups. This means that we must get rid of, 
or at least check, the growth of the sort of 
taxes to which our states have unfortunately 
been forced to resort more and more in recent 
years. I am referring to the general sales 
taxes and the taxes on gasoline, tobacco, and 
other articles of mass consumption. . . . 

“If we are to make progressive taxes the 
major element of our national tax structure, 
however, it will not be possible to continue 
the present system of having both the states 
and the federal government levy taxes on cor- 
porate and individual incomes and transfers 
at death. . . . In the end the only thorough- 
going cure for these difficulties lies in a dras- 
tic re-allocation of taxing powers between the 
states and the federal government. Such an 
allocation would involve restricting the right 
to levy taxes on income, gifts and bequests 
wholly to the federal government. I know 
how controversial this subject is but I think 
we will have to face, quite frankly, the im- 
plication that state revenues will tend to con- 
sist more and more of taxes shared with the 
federal government and of grants from the 
federal government, which already make up 
about 14 per cent. of states revenues. . . .” 


The above passage states the recent 
trend very well, and were that trend to 
be continued, it would eventually de- 
stroy the states as independent and equal 
members of a federal union. With the 
reduction of the states to a dependency 
status, limited for their funds to grants 
from the federal treasury, and obliged 
to resort to begging or political jockey- 
ing in order to obtain them, both the 
historical and the actual bulwark of 
American freedoms would disappear. It 
will be remembered that early in his 
march toward complete control of the 
German people, Hitler wiped out such 
independent authority as the German 
states possessed. 


FEDERAL REVENUES 


The program offered here would 
transfer all sales and excise taxes to 
the federal government, and the states 
would be asked to give up their taxes of 
this sort. It transfers all death and gift 
taxes to the states, and also all taxation 
of business as such. Individual incomes 
could be taxed by both jurisdictions, but 
the federal tax would be limited to the 
kind of tax now imposed for old age in- 
surance, that is, a flat rate tax on gross 
individual income. It should be col- 
lected at source in the greatest degree 
possible. 

> Marriner S. Eccles, Remarks before the Na- 
tional Tax Association, in Proceedings of the 


Thirty-Fourth Annual Conference, 1941, at p. 
336. 
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The revenues suggested for the federal 
government in the above scheme possess 
the following characteristics: 


Productivity. The general sales tax and the 
tax on gross individual incomes would be 
much less affected by variations in economic 
activity than are the taxes on business and 
individual net incomes which now constitute 
so large a feature of the federal tax program. 
The taxes recommended for federal use will 
produce their revenue currently, with little 
lag between levy and collection. The cur- 
rent tax payment act of 1942 was an attempt 
to place the individual income tax on a cur- 
rent basis, but it has involved such serious 
complications, both of administration and of 
compliance, as to produce grave taxpayer dis- 
content and resistance. Any scheme to col- 
lect currently, a tax imposed at progressive 
rates is certain to produce these results. 

We are likely to see a demonstration of 
those results under the new tax simplification 
bill. I digress for a moment, and revert to 
what I have called the conventional pattern of 
tax charge, in order to make some comments 
on the individual income tax: 


First, there has been too great obsession 
with the idea that the personal income tax is 
the best method of reaching all individuals. 
Hence, this tax has been pushed down into 
income ranges where it becomes cumbersome 
and costly to operate; 

Second, both Congress and the Treasury 
have been slow to perceive the advantage of 
simplification, but once having begun, the 
idea is being carried too far and will involve 
more rather than less confusion through the 
effort to collect tax at source under graduated 
rates; 

Third, the sensible solution would be: 

To raise the floor of the income tax to some 
such figure as $2,000 or $2,500, and substi- 
tute a federal sales tax as the only means of 
taxing individuals below that income limit; 
everyone would, of course, be subject to sales 
tax, but for persons with higher incomes it 
would be an additional tax; 

To establish a flat rate normal tax as the 
only tax to be collected at source; 

To raise the income level at which the sur- 
tax rates first apply, thereby leaving a cer- 
tain range of income subject to normal tax 
only. 


Regularity and stability of the federal rev- 
enues will be highly important in federal bud- 
getary calculations, if and when the people re- 
cover from the fiscal dementia that was re- 
sponsible for the illusion that a perpetual 
deficit is the best evidence of a beneficial con- 
dition. 

Universal Distribution. The federal gov- 
ernment exists to serve all of the people, and 
all parts of the country. It is both logical 
and just that the cost of services intended to 
benefit all citizens and all sections be met by 
federal taxes which are borne in some degree 
by all citizens. The populous creditor areas 
would continue, as under the present federal 
tax methods, to contribute the bulk of the 
federal revenues, but there would be a whole- 
some diffusion of the federal tax load that is 
impossible under the existing system. 

The rate of withholding tax on individual 
income payments might be used as the flex- 
ible factor in federal budgeting. That is, 
this rate could be adjusted from year to year 
as required in order to produce the remainder 
of the revenue needed, above other tax re- 
ceipts, to balance the budget. Since such a 
tax would reach every corner of the nation, 
changes in its rate would immediately. ap- 
prise every voter of the significance of the 
spending policies being proposed or under- 
taken in Washington, and there would thus 
be provided an acid test of whether or not 
these policies were being approved. 
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Elimination of the Excess of Progressive 
Taxation. Progressive taxation of incomes and 
estates at the rates now found in federal tax 
laws can have only one result, namely, the 
destruction of the private enterprise system 
and of the economic liberties which are de- 
pendent for survival upon that system, The 
present federal tax system has “frozen” the 
economic order at its current stage of de- 
velopment. 

The crowning irony of all postwar plan- 
ning for full employment and the restoration 
of free enterprise is that the planners are. tak- 
ing no account whatever of the destructive 
effects of the progressive income tax. The 
only way to achieve the expanding, dynamic 
economy and the high level of national income 
for which the planners plan, aside from infla- 
tion, is by the creation of new large mass pro- 
duction industries. 

No new large-scale mass production in- 
dustry can arise in this country under the pro- 
gressive tax system, because the tax would 
absorb the funds required for expansion while 
they would destroy all incentive to do so. 
Progressive taxation is the most powerful in- 
strument for the peaceful achievement of the 
socialist state, and this purpose constitutes 
the only valid argument in its support. When 
a future Edward Gibbon shall write the his- 
tory of the decline and fall of the American 
Republic, the date he will use to mark the 
beginning of that decline will be March 1, 
1913. On that date, the people sanctioned 
federal taxation of incomes with no thought 
of restraint upon the abuse of this method, 
or of the evils that would be produced by 
abuse. 

A recent press dispatch carries a story of 
the present plans of the Republican National 
Committee for postwar budgetary and tax 
policy. This story concluded with Senator 
Taft's statement that the Committee research 
staff had been asked to determine, among 
other things, how heavy a burden of taxation 
the people can carry without socialization. It 
is to be suspected that neither the august com- 
mittee nor its research staff are adequately 
aware of the socializing effects of progressive 
taxation. We may be certain that they are 
wholly unaware of the inability, under a gov- 
ernment like ours, to prevent the abuses which 
will hasten socialization. 

Elimination of Federal Waste. In the vo- 
cabulary of deficit financing there is no such 
term as “Wasteful spending.” When gov- 
ernment sets out to use its fiscal processes to 
manipulate the economy, to redistribute 
wealth, or to assure the good life to all cit- 
izens, the ordinary criteria of sound budgeting 
are discarded. The quantity of public spend- 
ing, rather than the utility of the spending to 
the economic system, becomes the principal, 
if not the sole, standard. When the fiscal ob- 
jective is the sheer quantity of spending, no 
amount of camouflage under the terms “public 
investment” or “public asset’ can disguise the 
fact that enormous wastes are not only prob- 
able, but inevitable. 

Paralleling the concentration of fiscal power 
in Washington has gone the concentration of 
fiscal waste. As the federal government has 
moved toward absolute domination of rev- 
enue resources, it has become correspondingly 
wasteful and imprudent. It is too far re- 
moved from the people to enable them to have 
definite knowledge of these wastes, or to be 
capable of exercising an effective curb upon 
them. Even with the best of intentions to 
economize, the sheer size of the federal or- 
ganization makes for waste. Decentraliza- 
tion of fiscal power will compel the introduc- 
tion of a new and higher standard of values in 
the federal spending. It will restore to effec- 
tive operation the principle that the people 
should support the government instead of 
being supported by it. 

The automatic restraint upon excessive fed- 





eral taxation that would thus be provided js 
clearly evident. General popular support for 
federal policies would be secured only in so 
far as these policies clearly served the na. 
tional, rather than some sectional or group, 
interest. After all, the national government 
was established to serve and promote the na- 
tional interest. When it is again restricted to 
this sphere, its budget can be reduced and 
the state and cities will have both greater re. 
sources and greater opportunity to look after 
their own affairs. 

This brings up the advantages of the ar- 
rangement of revenues proposed above for the 
states. 

Preservation of the States as Integral Mem. 
bers of a Federal Union. The division of 
revenues suggested here will improve stacc 
revenues. As this occurs, they will become 
less dependent upon, even wholly independent 
of, the federal treasury. Raids upon that 
treasury, now so popular and so fruitful for 
the enterprising politician, will cease. State 
prestige will be restored, state morale will be 
revived, and the pretense of a federal obliga- 
tion to provide aid will disappear. 

There is no other way of effectively restor- 
ing the states to a position of proper balance 
and influence, against the federal government, 
except to provide them with larger revenues 
which are entirely within their own control, 
The Conference of State Governors has been 
quite aggressive in its emphasis upon the 
theme of states’ rights, but it should be clear 
that such a movement will get nowhere ex- 
cept by a realignment of financial powers. 
Under such a realignment, the necessary serv- 
ices of all levels of government can be ad- 
equately performed for a smaller over-all tax 
“take” than is possible under the present situa- 
tion. The plan proposed here is calculated 
to accomplish that result. 

The bitter fight in Congress over the poll 
tax is a symptom of the feeling about states’ 
tights that has long been latent but has lately 
become resurgent. It must be admitted that 
the states’ rights issue takes queer turns. 
Southern senators were active in supporting 
the federal bill for an education grant of 
$300,000,000 until the Taft Amendment bar- 
ring race discrimination killed their enthusi- 
asm. The south had one experience with 
carpet-baggers and they want no more. The 
thing that people everywhere, north and 
south, should realize is that the whole coun- 
try is overrun with federal carpet-baggers. 

As of May, 1943, the federal employees out- 
numbered all state and local employees in the 
following states: 


Number of Employees 
(thousands) 
State 

State Federal and Local 
Albama 64.8 45.7 
Arizona 16.4 11.8 
California 239.6 218.5 
Florida 59.8 49.0 
Georgia 73.9 53:5 
Maine 29.2 26.6 
Maryland 62.1 38.3 
Massachusetts 129.7 127.8 
Nevada 5:7 3.8 
New Jersey 98.5 97.1 
New Mexico 17.6 12.6 
Pennsylvania 212:5 200.8 
Rhode Island 22.9 19.5 
South Carolina 53.9 35.2 
Texas 149.4 124.3 
Utah 38.4 17.0 
Virginia 119.7 57.2 
Washington 85.2 50.6 
Totals above states 1,479.3 1,191.1 
Totals all states 2,810.8 3,053.8 


(excl. D. C.) 
Special Communication from the Bureau of 
Labor Statistics, dated February 2, 1944. 
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And thus it has come to pass, as it was writ- 
ten by Thomas Jefferson in his classic indict- 
ment of George III: “He has erected a multi- 
inde of new offices, and sent hither swarms of 
Officers to harass our People, and eat out their 
substance.” 

Restoration of Private Enterprise. The stag- 
nation of private business was the principal 
reason given for the large-scale deficit spend- 
ing that was undertaken some years ago to 
relieve unemployment. It is now a matter of 
history that the course of government policy 
during those years was not shaped with a 
view to the speediest absorption of workers 
into private jobs. Rather that policy was 
aimed at the perpetuation of government sup- 
port, with little regard to the establishment 
of the conditions under which private enter- 
prise could resume its normal role of the 
principal source of economic opportunity. 
Changes of governmental policy at pox'ts 
other than taxation will be required if the 
enterprise system is to be revitalized, but the 
tax relief that would be supplied by the above 
program would be an enormously encourag- 
ing move in the right direction. . 

Equalization between Debtor and Creditor 
Areas. Under the program proposed here, 
there would emerge a certain degree of com- 
petition among the states to attract business 
and residents. When and as expressed through 
the form of tax adjustments, such competition 
may be regarded as wholly desirable. It 
would be the most effective way of dealing 
with the condition complained of by Mr. Ec- 
cles, namely, the disparities of wealth, income 
and business activity, as between debtor and 
creditor areas. The present approach to this 
problem, which is federal taxation of the 
creditor areas to provide funds for the support 
of the debtor areas, is wrong in principle and 
futile in practice. It perpetuates the dispar- 
ity since it provides no incentive to correct 
the differences now existing in the geograph- 
ical distribution of wealth, industry and pop- 
ulation. It thus creates a strong case for con- 
tinuing and extending the vicious circle of 
heavy federal taxes, demoralized state reve- 
fues, greater state aid, heavier federal taxa- 
tion, and so on. 

Business taxes are generally regarded as a 
minor factor among the causes of industrial 
migration. This is the more likely to be true 
while the same heavy federal taxes on busi- 
ness must be paid regardless of location. Once 
this burden were removed, as it would be un- 
der the plan offered here, a more adequate 
test would be provided of the capacity of the 
south, or the west, for example, to attract 
business capital or residents with money to 
spend. Such a prospect would not appeal to 
the states of the north and east, and many can 
still recall the fight made by New York 
against the Florida policy of no inheritance 
tax. But these states would do well to bear 
in mind that under the Eccles program, they 
face the prospect of being taxed to provide 
the subsidies that will be sent by the federal 
government into the “under-privileged” states. 
In so far as the variations of state tax policy 
were to result in attracting business or res- 
idents with money to spend or invest, the 
geographical unbalance which now affords 
ground for complaint would be removed. 


STATE COMPETITION 


In this competition among the states there 
would be provided an automatic check on ex- 
cessive taxation in any locality or section. 
While the writer disapproves entirely of pro- 
gfessive taxation* because there is no way of 
Preventing gross abuse and hence because it is 
the shortest way to the socialist state, he would 
have no serious objection to relegating this 
— 


“ef. H. L, Lutz, “Progressive Taxation,” The 
Tax Review, May, 1943. 
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method to state use, since the competition of 
other states would provide an effective and 
well-nigh automatic check on abuse. In the 
same way, no state would be able for long to 
engage in excessive or abusive taxation of 
business. 

The tendency of the states to erect foolish 
interstate trade barriers has no doubt been 
fostered by the deadening effects of heavy fed- 
eral income and death taxes. Under these 
taxes the states have little opportunity to at- 
tract either business or residents. Therefore, 
their inclination is to prevent outsiders from 
doing business within the state and from 
drawing income out of the state by such busi- 
ness. They have sought, as naturally as have 
nations, to limit those forms of trade which 
tend to create an “unfavorable” balance of 
payments. 

The best cure for this paralyzing provin- 
cialism is to introduce a healthy rivalry among 
the states in attracting both business and res- 





| Dr. Lutz to Address 
| Annual Meeting 

Dr. Harley L. Lutz, the author of 
the article on postwar taxation 
on these pages, was recently an- 
nounced as a speaker at the opening 
session of the Thirteenth Annual 
Meeting of The Controllers Insti- 
tute of America, which is to be held 
in the Hotel Stevens, Chicago, for 
three days, beginning October 2, 
1944. The subject of Dr. Lutz’s ad- 
| dress for the controllers’ conclave 
| will be announced at a later date. 











idents. In so far as this rivalry were to result 
in a better geographical distribution of busi- 
ness and of domiciles of those having sub- 
stantial incomes or estates, there would be an 
equalization between debtor and creditor 
areas. This equalization would have been 
accomplished through the forces of private 
economic activity and not by the bureaucratic 
methods of federal control and subsidy. 

In recent months, the waters of sectional- 
ism have been stirred again, and the familiar, 
threadbare charges of monopoly against east- 
ern money interests, railroad conspiracy, etc., 
have been dragged out. The New York 
“Times” of Jan. 23, 1944, carried a United 
Press dispatch reporting that special congres- 
sional committees were being planned to dis- 
cuss how to regionalize industry and distribute 
the country’s wealth more evenly. It goes 
without saying that as long as the present 
federal taxes continue, any material regional- 
ization of industry will be accomplished only 
by federal mandate and maintained by a fed- 
eral subsidy. 

An advantage in this plan so great as to 
offset many of the drawbacks and objections 
which might be urged against it is that the 
present complicated tax law, with its volumes 
of rulings, regulations and decisions, could all 
be scrapped. Such virtue as the income tax 
may once have had, in principle, has now dis- 
appeared in a fog of incomprehensible lan- 
guage. There would be no taxpayer head- 
aches over forms or returns, no worry about 
where to find the money on tax payment dates. 
The proposed federal tax system would be 
built upon the principles of certainty and con- 
venience and as Adam Smith pointed out, 
these are equal, if not superior, in importance 
to equality of taxation. 


BuDGET APPROXIMATIONS 


The questions of the federal budget should 
be anticipated by offering some approxima- 
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tions, based on the following assumptions: 

The proposed plan will stimulate produc- 
tion and employment, thereby affording pros- 
pect of the high level national income for 
which all planners ask: 

The business activity that would be en- 
gendered by the relief from federal taxes and 
other interferences will make possible a na- 
tional income of at least $125 billions; 

Given high level general prosperity, there 
will be no need for federal aid expenditures 
0 agriculture, for state subsidies, or for re- 
ief ; 

Therefore, a much smaller federal budget 
will be required than would be necessary if 
the federal government were to finance and 
support the whole economy. 

On the foregoing assumptions, a federal 
budget of $15 billions should be an outside 
figure. The following figures are suggestive 
of what its main subdivisions might be: 


1. Interest on the public debt—$5-6 billion 

2. The postwar defense establishment—$5 
billion 

3. The civil departments—$3 billion 

4. Debt retirement—$1 billion 


Total—$14-15 billion. 


The federal revenues under the proposed 
allocation of taxes would be approximately 
as follows: 


Federal retail sales tax at 10 per cent.—$6-7 
billions 

Customs—$.5 billions 

Excise taxes—$3 billions 

Tax on individual incomes at 5 per cent.-—$5 
billions 

Total revenues—$14.5-15.5 billions. 


The social security trust fund transactions 
would be outside of this arrangement. As this 
system now operates, large revenues are pro- 
duced in excess of benefit payments. Since 
the investment of this excess necessarily in- 
volves the creation of a debt owed by the 
Treasury to the fund, the law should forbid 
use of the excess receipts for current pur- 
poses, and should direct that the government's 
debt to the fund be offset by a reduction of 
debt privately held. 

The choice that is presented here is one 
between continuance of the present top-heavy 
federal structure and a streamlined federal ad- 
ministration that could be smaller, more 
compact and more efficient because it would 
have less to do. , It is also the choice between 
taxation that can destroy and taxation that 
will stimulate vigor and growth. Finally, it is 
the choice between supporting the govern- 
ment and being supported by it. 





* This rate should be adjustable year by year 
at a point which would assure budgetary bal- 
ance. 


No Local Taxes on U. S.-Owned 
Machinery in War Plants 


Property leased by the federal government 
to private interests under war production con- 
tracts is not subject to local taxation, accord- 
ing to a decision of the United States Supreme 
Court, issued on May 1. This reversed a pre- 
vious decision, in the Mesta Machine Com- 
pany case, by the Pennsylvania Supreme Court. 
The case was covered in ‘The Controller” for 
December, 1943 (Page 539). 


Pension Plan Trends Studied 
by Conference Board 


The sixty-first in the series of personnel 
policy studies of the National Industrial Con- 
ference Board, covering ‘Trends in Company 
Pension Plans,’ was released by the Board in 
April, 1944. It discusses company pension 
plan policies and experience, and the me- 
chanics of funding and federal regulations, as 
well as 27 illustrative tables. 











Accurate perspective is the first essen- 
tial in any effective planning. Only by 
having clearly defined it can one deter- 
mine relative values and proper bal- 
ances. Too frequently we are subject to 
nearsightedness in our economic and po- 
litical visions. Sometimes, too, as with 
Napoleon, too great farsightedness with 
blurred close range vision results in catas- 
trophe. My purpose here is to point out 
in perspective and to briefly discuss some 
of the problems indicated in the topic as- 
signed. 

There are in the subject three distinct 
elements; (1) the idea of a “return,” 
(2) the matter of “peacetime operations” 
and (3) the purpose of “preparation.” 
Let me dispose of the first and second at 
the outset. The thought of a ‘return’ to 
peaceful conditions implies their prior ex- 
istence, but in this instance, I believe it 
accurate to deny that those conditions 
have previously prevailed in our time. 
Hence, there can be vo return; there must 
be a movement forward to something 
new—something none of us have really 
known, if we are to truly find “peace- 
times.” 

Peace is not the mere absence of war. 
it is that plus the absence of the condi- 
tions and causes of war. 1 can remember 
no such times and I doubt that those 
among you, even older than I, can call to 
mind an era of absolute peace. The Ger- 
man militarist philosophy has always been 
that the so-called peace of other days were 
merely periods to permit preparation for 
war, and the shorter these intervals the 
better. Basically then, insofar as economics 
harbors the basic causes of war then there 
has been no “peace in our time.” 

Recognizing this then, when and as our 
national transition away from war and 
its causes does begin, will it be ¢o or just 
toward peacetime operations. Each must 
judge that for himself. There will prob- 
ably be a brand new set of world political 
and economic conditions and those in a 
constant state of flux, involving among 
other factors: 





(1) the necessity of the United States, among 
other allies, maintaining a tremendous military 
force and its world-wide establishments, in 
which possibly 2,000,000 of our potential work- 
ers will be required to serve; 

(2) the urgency for policing the peoples of 
an embittered world entrenched like ourselves 
in unyielding nationalism despite an optimistic 
program for international trade; 

(3) the burdens upon an already strained 
national economy to care for the costs of these 
wars and to aid in world-wide rehabilitation; 


Preparation for Return to 
Peacetime Operations 


By Harold C. Stott 


(4) the effort toward disciplining of nations 
into an enforced observance of our not too 
generally accepted but nevertheless professed 
ideals for all peoples, and particularly for our 
own; 

(5) a deeper division than ever before be- 
tween economic groups in a solidly national- 
istic America; 

(6) renewed organization drives by unions 
throughout the industrial world for closed 
shops and a larger share in managements and 
in the governments which are doubtless des- 
tined to control our world economics, and 

(7) the mass migration of entire peoples 
and whole industries to newly conquered lands. 


Are these the component elements of 
peacetime? I think you will agree that 
they are not—but I think, too, you will 
agree that they are inevitable though 
somewhat disillusioning conditions. And 
this is not by any means intended to be a 
comprehensive summation! Nevertheless, 
we must go forward to this newness of 
environment—physical, economic and po- 
litical—and apply as best we can the fore- 
sight and intelligence of thinking men. 
We most certainly must be prepared to 
the limit of our respective and collective 
abilities. As the world 4as changed and 
is changing so rapidly about us, so too we 
must keep pace!—and the trend of things 
is definitely toward collectivism in varying 
stages. 


PROBLEMS OF TRANSITION 


It is appropriate, of course, to consider 
when this transition might occur for 
therein is réal ‘‘cause and effect’’ in our 
priming for the future. Obviously, no 
man knows the real answer, but observa- 
tions indicate that for some industries the 
time is already here, for others it will 
soon arrive, or for still others it will 
come even later. For some others their 
demise will precede any problems in tran- 
sition. With approximately 70 per cent. 
of our entire industrial processes devoted 
to war and an anticipated return of ap- 
proximately 30 per cent. of these to civil- 


ian purposes by July 1, 1944, it seems 
conclusive that unless both Atlantic and 
Pacific wars end simultaneously and very 
soon, the over-all reconversion can be 
fairly well controlled. 

The indefiniteness of the term “dura. 
tion’ and the vast government controls 
tied to it can readily become a means of 
effecting slower transition where condi- 
tions themselves might otherwise prompt 
a more rapid one. The projected National 
Service Act unquestionably was intended 
for this purpose also. There is then, for 
most businesses, time to prepare and all 
the available brain power in America 
seems to be outdoing itself in the great- 
ness and intensity of its efforts in some 
phase of study and research, both realistic 
and stratospheric. 

‘Postwar Planning’’—there is the in- 
tellectual assignment of American busi- 
ness for today and tomorrow. For most, 
I have a feeling that it was yesterday's 
assignment too, and, possibly, the day 
before. I hazard a guess too that the ablest 
of our managements have already con- 
cluded plans and are now awaiting their 
industrial ““D’ day. To illustrate—in a 
group of five controllers among whom 
this very phase was being discussed some 
days ago, I ventured this observation and 
discovered upon inquiry that four com- 
panies out of the five represented already 
have virtually completed plans ready for 
the green light, or stated that they had no 
serious problems, and the fifth no doubt 
was well along in searching the Postwar 
horizons. Despite this, however, Ameti- 
can business seems to have fallen into the 
habit of the New Deal publicists and 
has created an attitude of fateful mystery 
and uncertainty so conducive to the popu- 
lar jitters entirely under the guise of 
“Postwar Planning.” It seems reasonable 
to expect that the demagogues of the 
new era will make capital of the panicky 
utterances of today. In my humble think- 
ing the latter are hardly in the category of 





in this issue. 





STATESMANSHIP IS NEEDED 


In this paper, presented at the April 11 meeting of the Philadelphia 
Control of The Controllers Institute of America, Mr. Stott makes an 
appeal for ‘’statesmanship” in government, business and iabor. It 
deserves careful reading, both for its content and in its relation to 
other articles concerning present and postwar problems which appear 


—THE EDITOR 
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intellectual integrity. True, that is a kind 
of preparation,—preparation for disaster! 

Even so we need not debate the need 
for study and planning. In a limited sense, 
i.e. limited to business considerations, the 

roblems we shall face for the most part 

will embody (1) the development of new 
roducts and new uses for old products, 
hence more intensive inter-industry com- 
petition, (2) the quantity of production 
and its costs, aiming toward largest dis- 
tribution at lowest prices; (3) broaden- 
ing of or acquisition of new means of 
production including raw materials; (4) 
adequacy of monetary capital; (5) de- 
velopment and training of the ablest, 
most adaptable, most efficient administra- 
tive, operating and sales organizations. 

One could add of course the tasks of 
physical recoversion of plant and equip- 
ment, the settlement of renegotiated or 
terminated contracts, the return of im- 
ported labor and domestic labor migra- 
tion, its re-employment in civilian enter- 
prises, its union drives for further organ- 
ization and closed shops—among literally 
hundreds of other important matters. But 
except for the last mentioned, i.e. those 
having to do with the employment of 
persons, I cannot in a broad perspective 
see any insurmountable difficulties con- 
fronting us, for if it were not that the 
employment problems may bring about 
further government intercession, 1 am 
confident that American business men 
would satisfactorily work out their purely 
management problems. 

I say this for the simple reason that 
almost every civilian business worthy of 
its name will have or can command men 
experienced in nearly every kind of skill 
desired; it will have the largest financial 
resources and productive facilities it has 
ever had, the broadest potential domestic 
and foreign markets it ever dreamed of, 
and very likely a superb management plan 
for the best utilization of all of these 
resources. The government likewise in its 
efforts to aid in the coming new era will 
doubtless do all in its power to facili- 
tate its financial settlements (indeed legis- 
lation is already pending to this effect) 
and probably will almost promiscuously 
loan its limitless monetary capital to new 
undertakings (especially small business) 
at negligible interest rates. 

One need only make a single general 
exception to this statement of business 
ability, mobility and strength, and that is 
that without question the end of hostili- 
ties will likely bring to life the most ex- 
tensive investigations, examinations, scan- 
dals and frauds that the peoples of this 
world have ever witnessed. To the extent 
that these are incriminating against Amer- 
ican business, the effort toward rehabili- 
tation of industry will be deterred and 
the cause of private enterprise injured. 
For that too, we must prepare. 

In respect to the more immediate short 
fange problems ahead after the ‘‘dura- 
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tion’’ it seems logical to state as a prin- 
ciple that those problems which involve 
the profit and loss statements and the 
balance sheets of business will be readily 
handled through regular management 
channels, for profit and preservation of 
financial resources have always received 
first attention and have attracted extremely 
capable minds. In the broad perspective 
of things before us, then, I for one, could 
not in an objective study be very much 
concerned about any of those management 
or financial perplexities. To some in- 
dividual controllers or executives they 
may be and probably will be of supreme 
significance but in the greater national 
picture, there is real cause for confidence. 
This appears to be the accepted view of 
the National Association of Manufactur- 
ers. 

I know you will agree that the social 
and political problems involving employ- 
ment and the rehabilitation of people will 
be stupendous. For this reason, if no 
other, government participation in Amer- 
ican business is almost certain to be vastly 
extended. In war, industry recognizes as 
its most valuable asset its manpower, es- 
pecially its skilled manpower. In the ab- 
sence of war that which was our greatest 
asset becomes our most serious source of 
concern, indeed a real liability to the 
extent that there is an excess of it. The 
reason is fairly clear, I think. It is be- 
cause that ‘‘excess’” constitutes an ‘‘ex- 
cess” only under our system of free pri- 
vate enterprise. We have come to fear for 
that system because the degree of that 
“excess” of men looms larger and larger 
and we know one or the other, the sys- 
tem or the excess must be gotten rid of or 
drastically curtailed. It is an amazing 
paradox that whereas we fully realize the 
necessity of greater production, more ex- 
tensive and greater intensive work to 
carry our war burdens, we are distressed 
about probable unemployment. 

Of late months, reams of paper and 
volumes of oratory have been devoted to 
focusing public attention upon the vir- 
tues of free private enterprise. Why has 
this been necessary? For the very reason 
that the leadership of American business 
foresees the attacks yet to come upon it 
and in their able approaches are prepar- 
ing to perform the supreme task to fore- 
stall the probability of mass unemploy- 
ment and subsequent government activi- 
ties, and thereby save the system from 
destruction. Those leaders are due an im- 
measurable debt of thanks, but the effort 
cannot successfully be theirs alone. 

Many established organizations, spe- 
cial committees and trade associations 
have major projects of postwar planning 
or preparation for peacetime operations— 
intended chiefly to incite individual man- 
agements to prepare and to fully inform 
them as to the latest conditions. In read- 
ing most carefully the available early lit- 
erature, I find no representation of labor 
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or of government on top committees or 
advisory groups, nor indeed any promi- 
nent mention of the working group 
about whom we are all so much con- 
cerned. 

As a matter of fact, the whole tenor of 
all the published data one reads as com- 
ing from the highest sources of intellect- 
ual ability in large corporate business is 
that business men themselves, and by 
themselves feel that they alone, as free 
private enterprise, must work out this 
vast problem of employment or the sys- 
tem is likely to collapse, and socialism or 
some other kind of state result. If that 
premise is true—and I am certain that it 
is not—then the American system and 
democratic government are destined for 
an exceedingly severe strain. 


PostTWAR UNEMPLOYMENT 


In perspective, all other problems re- 
lating to peacetime, or postwar as you 
choose, are relatively of much less im- 
portance. Let us rationalize this one of 
employment more closely: 

The employment, re-employment and 
rehabilitation of our working population 
is not solely an economic problem—it is 
a problem in political economy, but only 
because the pure economics of it have 
been ill considered in the past. To state 
it another way it is the American paradox 
of political freedom and equality versus 
economic inequalities, and now we are 
coming face to face with the political 
aspects of these inequalities. : 

Resorting to fundamentals—what is 
this business of economics? Economics is 
the science of the wealth getting and 
wealth using activities of man. It doesn’t 
exist as a science until man gets into the 
the picture—no men, no economics. In 
that science the three major factors of pro- 
duction are land, capital and man (or 
more specifically “labor,” the product of 
man). Management is specialized labor. 
Man is the only animate factor and it 
is he who makes the science. Likewise, 
man creates and is the government for 
his own discipline and protection. His 
insatiable desires for economic goods and 
services with the least expenditure of ef- 
fort (lowest cost) are the basis of eco- 
nomic progress, and continuing progress 
has been the over-emphasized keynote of 
twentieth century economics. 

In America, the system for satisfying 
those desires is now free private enter- 
prise, the basic motivation for which is 
profit. If there were no profit there 
would be no private enterprise. In the 
creation of profit under our system the 
wages of men (labor) is a part, usually 
the largest part, of cost and hence the 
ANTITHESIS of profit. How then as a 
people can we reasonably ascribe the all 
important purpose of vast re-employment 
plans to be the first and foremost aim of 
private enterprise, except in self defense. 
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Yet as James P. Burnham in his book 
“The Managerial Revolution’’ axiomati- 
cally says: “All history makes clear that 
an indispensable quality of any man or 
class that wishes to lead, to hold power 
and privilege in society, is boundless 
confidence.” The present public attitude 
of industrialists would hardly conform, 
and largely for the reason of uncertainty 
as to future governmental regulatory pol- 
icies, which in turn are but the product 
of the political effects of the undebatable 
paradox political equality and economic 
inequality. 

Then too, applying further introspec- 
tion to business, free private enterprise 
(which is not wholly private nor entirely 
free and which has itself often sought 
government regulation for its own pro- 
tection and aid,—tariffs, financial credits, 
fair trade practice laws, anti-price cutting 
laws, laws restrictive of competition as 
well as of monopoly etc.) has for some 
yeats prior to the war been unable—or 
to put it more directly, adequate profit 
incentives did not exist—to employ all 
employable persons, although some other 
forms of organized society in other coun- 
tries have been able to do so. 

The thinking people of all capitalist 
nations are firm in their determination 
to never again tolerate mass unemploy- 
ment. Our private enterprise system is 
therefore in a difficult situation for it is 
generally admitted that a 35 to 50 per 
cent. increase in industrial production and 
distribution is essential to postwar pros- 
perity and full employment. To ernploy 
unnecessary men merely to give employ- 
ment would be to increase costs in a com- 
petitive economy, cut profits and prob- 
ably reduce distribution of product and 
bring about mass unemployment. To fail 
to hire all employables would bring gov- 
ernment into business as an employer on 
a larger scale in actual productive opera- 
tion since government is not tied to prof- 
its for its motivations. 


INTERNATIONAL TRADE 


More specifically in our perspective, to 
strive for a vast increase in profitable 
production which would warrant the full 
employment of all employables requires 
freer and far more extensive international 
trade. But freer international trade will 
doubtless continue solely as a government 
controlled function (aside from the de- 
batable tariff pros and cons) since it 
will necessarily be obliged to finance and 
protect that trade against the cartels and 
subsidies of other governments. In con- 
trolling international trade government 
must almost as effectively control those 
who participate in it. 

Government likewise will be obliged 
to finance a large portion of the capital 
expansion of a business program large 
enough to employ all employables (thus 
deleting some of the “private” character- 
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istic) and hence it will doubtless impose 
broad regulations. Then too, as and if the 
great number of employed are in position 
to increase their demands for goods and 
services not supplied by the profit motive, 
the government will be called upon to 
supply them—health programs and hos- 
pitals, roads, schools, libraries, parks and 
all types of public facilities. 

I can reach no other conclusion, there- 
fore, than that government must first be 
considered and included in any planning. 
It is the accepted direct responsibility of 
government to care for our people—em- 
ployed or not and as a sort of economic 
subsidizer in this respect it logically has 
a proper place in all future plans. Yet in 
the face of all this inevitability there is 
yet to be created a joint organized effort 
of the representatives of private enter- 
prise, the representatives of the politically 
conscious men of labor and of the repre- 
sentatives of government to meet these 
challenges. Each group seems to want to 
work alone and working alone is certain 
to bring about its own extremes and al- 
ternating failures. To bring these groups 
together in a common approach to these 
considerations is the most challenging 
point in the whole perspective. 

This problem of problems—jobs for 
all—is a task for all elements of organ- 
ized society. The group most capable of 
initiating a three-way cooperative ap- 
proach to a solution or solutions, namely, 
American business men, seems determined 
as I have indicated before that the proj- 
ect is its responsibility despite the fact 
that it has never employed more than 
about four-fifths of the nation’s employ- 
ables (the other one-fifth being engaged 
in agriculture, employed by government 
or unemployed). Industry thus puts itself 
on trial before the nation and failure even 
to a minor degree will thus mean that the 
last bolt is shot. 

Because business and industrial leaders 
continue to by-pass these facts and to 
avoid cooperation with the leaders of gov- 
ernment and labor, we arrive at such 
warped ideas on the part of some indus- 
trialists as would initiate more govern- 
ment bodies to further regulate business 
in order to effect its preservation, even to 
the extent of limiting new enterprises by 
requiring evidences of their economic ne- 
cessity, and ¢his under the banner of free 
private enterprise! 

Reference is sometimes made with a 
sense of pride to the change of industrial- 
ists’ attitude toward freer international 
trade and toward limited degrees of con- 
tinuing post-war government regulation. 
If there be cause for gratification in such 
belated revision of views one cannot help 
but experience a personal sense of fear 
for our system in the face of these vital 
political and economic complexities. It is, 
I sincerely believe, a problem compre- 
hensive enough for society itself organ- 
ized under the effective leadership of 





those able and stalwart men who now are 
the leaders of American business. 

In the normal operation of our econ- 
omy, up to this time it has been capital 
which looks upon /and and Jabor as the 
complementary instruments in its produc. 
tive process. We are rapidly approaching, 
via political channels, the concept of 
Henry George, famous author of ‘Prog. 
ress and Poverty,” who held that capital 
and /and are but the snstruments of labor 
to facilitate #ts effectiveness in producing 
for its own needs. Under that arrange. 
ment labor (man) would be dominant,— 
and it must be noted that our republican 
form of government implements to the 
point of facility the method by which that 
concept could become a reality. The right 
to vote is the key. The ownership of land, 
the second factor of the three, is a matter 
of law (hence subject to popular consen- 
sus) and as far as monetary capital the 
third factor is involved, the same pro- 
cedures as heretofore can create it in al- 
most limitless sums at negligible interest 
rates by way of government fiat credit. 
This latter process, of course, gradually 
removes private capital from our indus- 
trial economy. 


UNITED ACTION NEEDED 


The component elements of the prob- 
lem, the status of government, of business 
and of labor appear so clear in perspec- 
tive outline that one can only conclude 
that the traditions and ties of the past 
prevent our seeing them and treating 
them unitedly and therefore effectively. 
And yet there appears to be no other 
sound way to meet these problems— 
united action alone will do it. 

Imagine an organization of men (sim- 
ilar in make-up to our Red Cross) im- 
partial, able, powerful and permanent— 
acting as research institute, umpire of 
what you will, to which this tremendous 
problem of employment could be sub- 
mitted. I have no doubt of its acceptable 
solution by such a group for one very 
simple reason—all sides would be fairly 
and adequately represented, all factors 
would be logically weighed, not for the 
interests of any selected group, not from 
the sole viewpoint of government or of 
labor, but for the collective interests of all 
the people. 1 would plead that we of The 
Controllers Institute could, if we were of 
a mind, create such a body, finance it to 
a large degree and partially man it with 
our finest leaders. Private enterprise, gov- 
ernment and labor each have their stake 
in the matter; each is dependent upon the 
others to a degree, but government 1s 
supreme and government and labor may 
one day be closely synonymous. In the 
common considerations and ultimate un- 
derstanding and in the united action of 
these major groups, reasonable security 1 
attainable—without it facism, socialism, 
communism, the managerial revolution of 

(Please turn to page 300) 
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Destruction of Records 





Report of The Committee on Technical Information and Research 


A recent question by a member of The 


Controllers Institute of America concerned 
the prevailing corporate practice involved 
in the destruction of old records and files. 
The reply, by Mr. James E. McMullen, 
chairman of The Institute’s Committee on 
Technical Information and Research, fol- 
lows: 


The Controller's responsibility for rec- 
ord-keeping moves in a complete cycle 
from the “cradle to the grave.” It seems 
somewhat paradoxical that to an official 
whose time, thought, and energy is de- 
voted year after year to producing records, 
one of the most troublesome segments of 
that cycle is the ultimate disposition of 
the records so produced. Indeed, the con- 
stant production of records to a company 
with a storage problem assumes the night- 
marish proportions of a constant flow of 
lava from an active volcano. Sooner or 
later each company, in order to solve this 
problem, must decide which of its records 
can be relegated to a dignified semire- 
tirement where they may be easily con- 
sulted from time to time; those which 
can be placed on the inactive list; and 
those which can be disposed of entirely 
and forgotten. 

The problem is by no means a light 
one, nor is it of uniform importance to 
all companies. It involves the balancing 
of available storage space against the con- 
servation of records which may be needed 
at some unforeseen future time. The diffi- 
culty of assessing the future value of par- 
ticular records is obvious, and one in 
which experience is the principal guide. 
Complete reliance upon experience can 
likewise be hazardous, for a particular 
record, which has laid dormant and un- 
used for many years, suddenly may be- 
come vitally important. Judgment, then, 
must also play an important part. Gen- 
erally, the problem of destruction of rec- 
ords increases in degree in relation to the 
size of a company and the complexity of 
its operations. A sound and systematic 
approach to the problem must be made in 
all circumstances, particularly if the stor- 
age space available for old records is 
limited. 

Here, too, the impact of government 
tegulations has been felt. The rules of 
the various utility commissions provide 
specifically for minimum numbers of years 
which particular records must be retained. 
More recently the Fair Labor Standards 
Act, the Walsh-Healy Act, and the vari- 
ous directives relating to wage and salary 
stabilization have imposed rules which 
ate felt by all companies. The statutes of 


limitation in effect in various states are 
by no means uniform. These also must be 
taken into consideration. 

Early in the year The Institute's Com- 
mittee on Technical Information and Re- 
search undertook to gather information 
from its widely distributed membership 
on various phases of the problem of de- 
struction of records. The inquiry was con- 
structed to obtain a cross section of basic 
company policies in effect; the experi- 
ence of their companies, and the disposal 
mechanics in use. 

Six questions were asked. The first 
question was framed to ascertain which 
company official was responsible for the 
retention and destruction of records; the 
second question dealt with the use of 
schedules for automatic annual destruc- 
tion; the third pertained to the practi- 
cability of photographing old records; the 
fourth with the history, if any, of finan- 
cial losses resulting from premature de- 
struction of records; the fifth related to 
the practice as to the destruction of extra 
copies of documents; and the sixth re- 
quested information as to the number of 
years which certain classes of records were 
retained. 

The replies received have been ana- 
lyzed, and are as follows: 


Question Number 1 


“Is specific authorization of the Board of 
Directors, or of some officer designated by 
the Board of Directors, required before rec- 
ords may be destroyed? If the latter, which 
officer?” 


Analysis of Replies 
(a) Only one Company reported that its Board 
of Directors has taken a position on the 
retention of records. An excerpt from this 
reply is as follows: 

“The Board of Directors has authorized 
certain records to be held in the Com- 
pany’s files for a specified number of years. 
Such records include particularly invoice 


carbons, cancelled checks, vendors’ in- 
voices, etc.” 
(b) Twenty-two Companies replied that no 


Board approval is necessary; that destruc- 
tion of records is authorized by a desig- 
nated officer or group of officers. An 
analysis of the officers so designated is as 


follows: 
No. 
O fficers Companies 
Involving the Controller: 
Controller, alone 8 
Controller, jointly with: 
Vice-president and general 
counsel 1 
Advisory Committee 1 
Branch Managers 1 
Secretary 2 
Legal Department 1 
General Counsel E45 
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Involving, mainly, Other Officers: 
Secretary-Treasurer 1 
Secretary and affected Depart- 

ment Head 1 
Treasurer 1 
Office Committee 1 


Miscellaneous: 


No central authority designated 1 
New Company—no experience 1 
Not stated 1 


Total 22 


(c 


— 


Prevailing Practice: 


The weight of the replies indicates that 
the Controller alone, or the Controller, 
jointly with other company officials, is the 
company official who generally is charged 
with the responsibility for determining 
the length of time particular records 
should be retained, and for finally au- 
thorizing their destruction. 


(d) Pertinent excerpts from replies: 


From a Public Utility: 


“It is the writer's opinion that the re- 
sponsibility for the destruction of certain 
records should be shared and not vested 
in a single individual. This viewpoint is 
predicated on the assumption that should 
the Company subsequently become in- 
volved in a legal suit and incriminations 
arise, it would be unfair to have a single 
officer assume full responsibility for the 
destruction. of records possessing a cer- 
tain value in an instant case. The nature 
of the record should govern in each in- 
stance because there are exceptions, such 
as detailed records having no anticipated 
future value, where the responsibility for 
destruction could be vested in a single 
officer.” 


From a Food Products Concern: 


“Attached hereto is a sample of our 
form ‘Record Retention Approval, from 
which you will see the type of informa- 
tion that is required from the department 
head relating to the destruction of records. 
These forms are prepared for each of the 
accounting or clerical forms forming the 
subject of a record, as well as for such 
items as correspondence, orders, invoices, 
etc. The form is submitted to an. advisory 
committee consisting of our Assistant Con- 
troller, our Secretary, and a member of 
our Law Department. The final approval 
or disapproval is made by the Controller.” 


Question Number 2 


“Has a schedule for destruction of records 
been approved which permits particular rec- 
ords to be destroyed automatically without 
formal approval, after certain periods of re- 
tention?” 


Analysis of Replies 
A total of twenty-three members replied to 
this question. Of this number sixteen stated 
that schedules for automatic destruction were 
in use in their respective companies. Seven 
members replied in the negative. 
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Prevailing Practice: 

It seems to be a well-established procedure 
in most companies to destroy records more or 
less automatically after a specified period of 
retention, thus obviating the need for a pe- 
riodic review and repeated authorizations. 


Pertinent excerpt from a reply by a Clothing 
Manufacturer: 

"When records are put into dead storage, 
each case is marked with the year in which 
disposal may be made. Before, however, the 
records are disposed of when that year ar- 
vives, a quick review is made to make certain 
that disposal will not handicap the Company.” 


Question Number 3 


“Has your company investigated the prac- 
ticability of photographing old records, so 
that they may be destroyed earlier than would 
otherwise be possible? If so, what was your 
reaction?” 

Analysis of Replies 

Twenty-four replies were received to this 
question. Twenty-one members of the commit- 
tee replied that they had investigated the use 
of photographic equipment. Three stated that 
they had not done so. The opinions of those 
who had studied the question are classified as 
follows: 

No. Replies 


Favorable 3 
Favorable, under certain conditions 
or for restricted use 4 
Unfavorable: 
Considers impractical 9 
Considers unnecessary 1 


Considers photographing offers 
certain advantages, but is too 


expensive 1 

Not used because of sufficient 
storage space 1 
Undecided 1 


Matter not considered from stand- 
point of mere routine disposi- 
tion of records 1 


Prevailing Practice: 

Apparently the majority of companies at one 
time or another have considered the photo- 
graphing of old records but, upon investiga- 
tion, have concluded that it was not essential 
or practical except under certain conditions. 
One of the reasons, possibly, is shown in the 
replies to the next question. 


Pertinent excerpts from replies by an Equip- 
ment Manufacturing Company: 

“This matter (photographing of old records) 

is being investigated at the present time and 
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no conclusion has been reached. However, it 
is believed that where records must be and 
are referred to very often and where space is 
a primary factor, photographing should be 


done.” 


From a Public Utility Company: 

“This Company has investigated the prac- 
ticability of photographing old records and 
believes it a sound policy to adopt with respect 
to certain records, such as old correspondence, 
tracings, plans. During the present emergency 
and as a matter of protection from possible 
bombing, the Company photographed numer- 
ous financial records, tracings, plans, and de- 
posited the films in safe deposit boxes located 
in a town which was deemed to be less vulner- 
able than where the originals were filed.” 


From an Aircraft Company: 

“We have tried photographing old records. 
It has been our experience that since the rec- 
ords we were photographing were payroll 
checks and time cards, it was cheaper to rent 
space and buy filing equipment than to con- 
tinue photographing. The records in question 
have to be kept on hand for four years. One 
year's expenditure for photographing records 
would cover the purchase of sufficient files to 
handle four years’ records. Once the filing 
cabinets were on hand, the only continuing 
cost would be the expense of destroying the 
oldest year’s records and the rent on the stor- 
age space. Using photography the expense 
was continuous.” 


From a Glass Manufacturing Concern: 

"We investigated the possibility of pho- 
tographing old records. This investigation was 
made after Pearl Harbor and had in mind as 
much the necessity of preserving our records 
in the event we should be bombed and they 
would be destroyed, as the general question of 
record preservation. It was our conclusion that 
practically every record was available in two 
or more places and that it would be almost 
impossible for one of them to be destroyed. 
In this way the records could be reconstructed. 
As to the regular use of the photographic 
method, we have felt that the more important 
records have been. so small in volume and 
presented no problem; and that the more 
voluminous records would not need to be kept 
long enough for their volume to present a 
serious problem.” 


Question Number 4 


“Has your company ever suffered a finan- 
cial loss by reason of premature destruction 
of old records? Such a loss, for example, 
might arise through inability to substantiate 





an account receivable ia a collection pro. 
ceeding.” 


Analysis of Replies 


A total of twenty-four members replied to 
this question. Only one company reported that 
it had sustained a loss. This loss, it was stated 
led to the preparation and institution of 4 
schedule stipulating the required periods of 
retention of its records. All other companies 
reported that no loss had even been sustained, 


Weight of Experience: 


From the replies to this question it is ap. 
parent that a financial loss caused by prema- 
ture destruction of records is a rare misfor. 
tune; and indicates (a) that extreme conserva. 
tism as to the length of time records have been 
preserved has been well rewarded, or (b) that 
storage files possibly are glutted with useless 
records which could safely be disposed of some 
years before destruction is actually authorized: 
or (c) both, : 


Pertinent excerpts from replies by a Chemical 
Company: 

"We do not destroy a record prematurely, 
We have always been able to substantiate an 
account receivable. We are very strict in te. 
gard to credit; we do not have payments on 
account, but only of specific items; delinquents 
go to a collection agency soon; we sue 
promptly.” 

From.a Retail Chain Drug Concern: 

“No company I have ever been connected 
with or that I have ever contacted through my 
duties as a public accountant, has to my knowl- 
edge ever suffered a loss by reason of a pre- 
mature destruction of old records. In fact, my 
experience has been that most companies hang 
on to their records so long that they are not 
able to keep them in an organized shape so that 
they can find them when necessary. In making 
this statement I do not refer to the most im- 
portant records. such as cancelled vouchers, 
checks, general ledger accounts, etc., but rather 
to subsidiary reports.” 


Question Number 5 


“It is common practice to prepare carbon 
or dittoed copies of various reports, letters, 
forms, and such which eventually reach the 
files of several different departments within 
the same company. Has your company estab- 
lished any mechanics for disposing of the 
extra copies of such documents before the 
ultimate disposition, if ever, of the original 
document? Where would the original docu- 
ment most likely be retained if copies, only, 
are destroyed?” 

(Please turn to page 308) 
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Analysis 


(Expressed in Percentages of Total Replies Received) 


Less 
Than 
Number Two 
Class of Record Replies Years 
Received o/, 
General Correspondence 24 17 
Customers’ Invoices 24 4 
Vendors’ Invoices 25 
Customers’ Orders 22 18 
Purchase Orders 24 21 
Cancelled Checks 25 
Inventory Records 24 
Clock Cards 23 13 
Time Tickets 24 21 
Freight Bills 23 4 
Production Orders 17 29 
Maintenance and Repair Orders 22 18 
Production Reports 17 24 
Departmental Manufacturing 
Cost Reports 18 5 
Tabulating Machine Cards 19 16 


*Exclusive of Permanent or Indefinite Retention. 





of Periods of Retention by Various Classes of Records 


Years of Retention 


Various 


From From From Ten Perma- 
Twoto Fourto Sixto Years nentor Depend- 
Four Six Eight and Indefi- enton ——— 
Years Years Years Over nile Subject 
Z Z % q YY C Years 
8 25 13 12 8 17 1 
13 29 21 25 8 2 
20 24 48 8 5 
18 32 9 14 9 1 
13 33 17 12 4 - 1 
_— 20 28 48 4 4 
17 25 8 29 21 3 
35 35 9 4 + 2 
29 29 8 9 4 1 
26 13 17 31 9 2 
18 29 : 6 18 4 
23 36 5 4 9 5 1 
18 12 6 22 18 —- 16 
17 17 17 27 11 6 2 
16 32 11 15 5 5 4 


Shortest Period 
Retained 


% of 
Replies Years 


Longest Period 
Retained* 


% of Prevailing Practice 


Replies (Years Retained) 

as 10 13 None apparent 

8 10 25 From 4 to 10 years 
12 15 12 From 6 to 10 years 
14 15 5 From less than 2 to 6 years 
o 15 4 From 4 to 8 years 

4 10 48 From 6 to 10 years 
17 20 4 From 4 to 10 years 

13 10 4 From 2 to 6 years 

8 10 8 From less than 2 to 6 years 
4 15 4 None apparent 

6 10 6 From less than 2 to 6 years 
5 7 5 From 2 to 6 years 

6 20 6 None apparent 

6 10 7 None apparent 

5 10 10 From less than 2 to 6 years 
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No NEED for acres of books 
and lengthy, wasteful pro- 
cedures when developing 
your payroll! Writing 
checks and making out the 
payroll can be done simply, 
efficiently and economi- 


cally! If you want a pay- 
roll method that will — 


N.W. AYER & SON 


The Controller, July, 1944 


Cut down on bookkeeping — 
and help solve your man- 
power problem 


Speed up the time it takes to 
write checks and get them 
to your employees 


Cut down the cost per check — 


Just call your local Compt- 
ometer Co. representative 





and ask for details on the 
Comptometer Check-and- 
Payroll Method. He'll be 
glad to explain it — and 
there’s no charge. 

Felt & Tarrant Manufac- 
turing Company, 1734 N. 
Paulina Street, Chicago 22, 


Illinois. 
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COMPTOMETER 


REG. U. S. PAT. OFF. 


ADDING-CALCULATING MACHINES AND METHODS 








Wartime Financing by Banks 


At the outset of the war the banks through- 
out the country were quick to realize their re- 
sponsibility under the defense and war pro- 
gram. We practically threw the book away 
insofar as past rules of extending credit were 
concerned. With emphasis on the ability of the 
manufacturer to make the article contracted 
for and to deliver it at a price and on time, we 
disregarded the commonly accepted credit 
yardsticks and ratios. In many cases the banker 
was extending credit to companies far beyond 
the recognized margins of safety, but even this 
was not enough for the war production pro- 
gram had to be expanded and, after all, there 
is a limit to which you can stretch even a 
rubber band. 

This condition was typical of thousands of 
banks throughout the country. The burden on 
the banks to carry the risk alone was too great 
and improper. For, after all, the banks of the 
nation are subject to supervision by another 
branch of the government—the Comptroller 
of the Currency. In a number of cases the gov- 
ernment itself, through the finance sections of 
the War and Navy Departments and the Mari- 
time Commission, was financing war produc- 
tion contractors by making advance payments 
at low interest rates, but this type of financing 
on an extensive scale was wholly unsatisfactory 
as the armed services lacked the facilities and 
manpower to supervise advance payments, and 
they, of course, did not have the background 
of the borrower which is most necessary in 
supervising credits. Advance payments also 
would spasmodically create heavy demands on 
the Treasury and in some respects were of a 
decided inflationary character. 

After all, the armed services are supposed 
to be fighting a war and it was at this time 
that Regulation “V” was conceived and came 
into being. This regulation is based on and 
issued pursuant to Executive Order No. 9112 
of March 1942 whereby the War and Navy 
Departments and the Maritime Commission 
were authorized to guarantee war production 
loans acting through the Federal Reserve Bank 
as fiscal agent. The object of the regulation is 
to expedite and facilitate war production by 
arranging for the financing of contractors and 
sub-contractors and suppliers and others en- 
gaged in business deemed necessary for the 
prosecution of the war. The application is 
made by the contractor direct to his bank and 
the loan comes through the contractor’s bank 
to the Federal Reserve Bank, which works up 
the terms and conditions of the Credit with the 
local bank. The government, therefore, is re- 
lieved of investigating and policing the loan— 
the bank knows the borrower—his abilities and 
his weaknesses. These loans with very few 
exceptions require a participation in the risk 
by the bank and the fact that the bank assumes 
this risk on the loan assures more effective 
supervision and control. 

The application form, which must be sub- 
mitted to the Federal Reserve Bank, is, as a 
rule, prepared by the financing institution in 
collaboration with the borrower and at that 
time it is determined how much of a credit 
is to be required, the amount of the guaran- 
tee, and the terms and conditions of the loan. 
This application should be accompanied by a 
list of the contractor's war production con- 
tracts and supported by information from the 
bank as to their experience with the account 
and their opinion of the contractor. Together 
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with the application should be forwarded a 
sufficient quantity of the borrower's balance 
sheet and profit and loss statement at the close 
of his fiscal year-end, and also most recent 
interim figures. A “flow sheet” should also be 
prepared by the borrower, which will show 
projected receipts and disbursements thereby 
indicating the need for the credit. 


Crepir AGREEMENT ADVISABLE 


While it is not necessary nor is it required 
to have a loan agreement or credit agreement, 
it has been our experience on large loans that 
a credit agreement between the borrower and 
the bank outlining the terms and conditions of 
the loan is advisable. This agreement should 
outline the amount of credit, interest rate, and 
maturity and probably should include restric- 
tive provisions with respect to the payment of 
officers’ salaries, dividends, withdrawals, and 
the maintenance of a working capital posi- 
tion. It should also describe the character and 
nature of the security, if any, or contain a de- 
ferred pledge clause in the event that an agree- 
ment is made whereby the financing institu- 
tion may later require collateral, possibly in 
the way of an assignment of the proceeds pay- 
able under war production contracts. The usual 
provisions for insurance and default clauses 
should also be included. 

The maximum rate of interest that can be 
charged on “V” loans is five per cent. and 
the financing institution must pay a certain 
percentage of the interest to the Federal Re- 
serve Bank acting as fiscal agent. The financ- 
ing institution is protected on the loan by 
the services guaranteeing the commitment to 
the extent of the guaranty and the bank is 
also protected in the event of cancellation of 
war production contracts, as well as the bor- 
rower. 

In the event of cancellation, the payment of 
the loan as far as the borrower is concerned 
is suspended and interest is waived. The Fed- 
eral Reserve Bank, as fiscal agent, pays the 
bank interest on the suspended portion of the 
loan at the rate of 214 per cent. In addition 
to the protection afforded in case of cancella- 
tion, the benefits to the borrower are that it 
permits companies, who do not have sufficient 
working capital, to handle large contracts and 
suspends a debt in event of cancellation which 
does not freeze the company’s normal work- 
ing capital and thus will permit it to engage 
in its normal activities. 

Loans are made for strictly working capital 
purposes only in connection with the relevant 
war production contracts except that in a few 
instances capital expenditures have been per- 
mitted in very moderate amounts during the 
life of the loan. 


Many borrowers have found the need of a 
line of credit not only to take care of war 
production, but for termination and, as a fe. 
sult, Regulation “VT” loans have been de. 
veloped. This is a combination of a produc. 
tion loan and a loan for termination. The 
difference is the basis for borrowing. The “Vv” 
loan covers the need—the “VT” covers the 
total investment in war production contracts, 
so that the contractor is able to borrow on 
termination and unfreeze practically all of his 
own working capital for reconversion use. 

In the event of cancellation, the bank’s ex. 
posure in the risk on a Regulation “V” loan 
is diminished to the extent of the cancellation, 
while in a “VT” loan the bank’s exposure te. 
mains the same regardless of cancellation. The 
same protective features with regard to can- 
cellation are available to the contractor in 
either loan. In the case of a “VT” loan, the 
bank splits not only the interest, but also a 
portion of the commitment fee, if any, with 
the Federal Reserve Bank, as fiscal agent. Most 
Regulation “VT” loans contain two borrow- 
ing formulas—one for war production and the 
other in the event of termination. 


TERMINATION LOANS 


To avoid the chaotic conditions which ex- 
isted at the close of the last war with respect 
to payments of terminated and cancelled con- 
tracts, there is now a new type of financing 
which is being developed which will probably 
be known as Regulation “T.” This type of 
financing is still in the embryonic stages. 
There is legislation now in Congress, which 
will provide for loans to war production con- 
tractors of a certain amount of their total in- 
vestment in war work upon termination or can- 
cellation pending settlement of claims. Loans 
will in all probability be based upon a for- 
mula consisting of a certain percentage of ac- 
counts receivable, inventories, work in process 
and amounts paid or to be paid to subcon- 
tractors. 

The purposes of the “T” loans are to en- 
able a war contractor to obtain as quickly as 
possible the funds invested in war produc- 
tion, so that he can reconvert and engage in 
civilian production; therefore, the procedure, 
terms and conditions of such a loan should 
have as their virtues simplicity and speed. 
Full details are not yet available, but it is 
not too early to emphasize to contractors the 
importance of segregating war business from 
civilian business and to urge them to main- 
tain an adequate accounting, system as to costs, 
etc. which will be of considerable assistance 
to them in the preparation of termination set- 
tlement claims and subsequent audits by gov- 
ernment termination officials. 








V, VT,—AND T 


Those abbreviations cover a vast program of financing the war ef- 
fort. The role of the banks in that program is concisely discussed in 
this paper, which is the substance of the presentation before the May 
25 meeting of the Seattle Control of The Controllers Institute by Mr. 
Jerome, who is vice president of the Seattle-First National Bank. 


—THE EDITOR 
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THE CONTROLLERS INSTITUTE OF AMERICA 


Requests Your Early Consideration of Attendance at Its 


THIRTEENTH ANNUAL MEETING 


Which is to Take Place in the Hotel Stevens, 


CHICAGO 


Under the Sponsorship of the Chicago Control of The Institute, 


OCTOBER 2-3-4, 1944 


Early Reservations—Both Hotel and Railroad—are Advised. 


The following program outline will indicate the scope and importance of 
the considerations at the forthcoming 1944 Annual Meeting of The Institute: 


SUNDAY, OCTOBER 1 


General Reception for Members of The 
Institute. 


MONDAY, OCTOBER 2 


Morning—Annual Business Meeting 
of The Institute. 

Opening Session: ‘Past is Prologue’ — 
a discussion and analysis of past, present 
and postwar economic and financial 
trends by two of the nation’s outstanding 
economists. 


Luncheon—A_ speaker of national 
prominence will be featured at this ses- 
sion. Subject and speaker will be an- 
nounced at an early date. 


Afternoon—General Session: War Con- 
tract Problems. Two speakers—one from 
industry and one representing the account- 
ing viewpoint—will be featured. In ad- 
dition, a discussion period, with repre- 
sentatives of governmental agencies pres- 
ent, is being planned. 


Evening—Get Acquainted Meeting. 


There will be a social session, beginning 
at 5:45, which will continue through din- 
ner, to be followed by a program of out- 
standing entertainment. 


TUESDAY, OCTOBER 3 


Morning session: Postwar Reconver- 
sion—Three speakers are planned for 
this important subject, the individuals to 
be representative of the business-industry, 
the labor and the public viewpoints. 

Luncheon—Postwar aspects of the in- 
ternational scene will be the theme of the 
address at the luncheon session. The 
speaker and the subject will be announced 
shortly. 

Afternoon—Fifteen industry confer- 
ences. In addition, there will be one or 
two general conferences on specific sub- 
jects for those delegates not attending an 
industry conference. The full industry 
conference program will be carried in the 
August and September issues of THE 
CONTROLLER. The industries covered by 
special conferences will include: Automo- 
biles and Aircraft; Banking and Invest- 


ment; Chemicals; Foods and Allied Prod- 
ucts; Hotels and Restaurants; Insurance; 
Iron and Steel; Machine Tools; Paper 
and Paper Products; Petroleum; Public 


Utilities; Publishers; Radio, Electrical 
and Allied Industries; Textiles; Trans- 
portation. 


Annual Dinner: A speaker of national 
and international recognition has already 
given preliminary acceptance of the invi- 
tation to address this traditional event of 
the Annual Meeting, which will likewise 
feature the presentation of the newly 
elected President of The Institute. 


WEDNESDAY, OCTOBER 4 


Theme: Taxation—Taxes will feature 
exclusively the considerations during the 
closing day of the Annual Meeting. The 
program is now being developed by Mr. 
Oscar N. Lindahl, Chairman of The In- 
stitute’s Committee on Federal Taxation 
and will include, besides specific addresses 
and discussion periods, a speaker of out- 
standing recognition in the tax field at the 
luncheon session. 


The committees in charge of the 1944 Annual Meeting of The Institute follow: 


EXECUTIVE COMMITTEE: Allen U. 
Hunt, Chairman; James F. Brandt, Au- 
gust D. Grote. Advisory members: Edwin 
W. Burbott, John A. Donaldson, John C. 
Naylor, Arthur R. Tucker. 

ARRANGEMENTS COMMITTEE: Walter 
H. Hallerberg, Chairman; Gordon B. 
Rockafellow. 

ENTERTAINMENT AND RECEPTION 
CoMMITTEE: Thomas H. Gillespie, Chair- 
man; Warren H. Keller, Vice Chairman; 
Miller Adams. (Appointment of 30 ad- 
ditional members to help on reception 
activities to be made about August 1.) 





FINANCE COMMITTEE: Robert P. Alex- 
ander, Chairman; Robert D. Campbell, 
Carsten E. Ronning. 


INTER-CONTROL ATTENDANCE COM- 
MITTEE: C. A. Linder, Chairman; Leo E. 
Stevens, Vice Chairman; Leo J. Lynch. 


New York OFFICE: Paul Haase. 
PRESIDENT’S DINNER: Roy S. Holden. 


PROGRAM COMMITTEE: James F. 
Brandt, Chairman; Glenn Moore, Vice 
Chairman; John D. Andersen, C. E. Jar- 
chow, Joseph B. Lanterman, C. Burton 


Vernooy—all of Chicago. Also: Edward 
J. Dowd, Indianapolis; Stanley W. Du- 
hig, New York; Daniel J. Hennessy, New 
York; Oscar N. Lindahl, Edwin E. Mc- 
Connell, Worcester; James E. McMullen, 
Denver; Louis M. Nichols, Bridgeport; 
Dundas Peacock, Jeannette, Pennsylvania; 
Henry C. Perry, Gardner, Massachusetts ; 
Kelly Y. Siddall, Cincinnati. 


REGISTRATION COMMITTEE: Thomas 
P. Carley, Chairman; Grant E. Chessman, 
Vice Chairman; Walter H. Sckhardt, C. 
E. Packman, Robert G. Paramore. 
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Through hundreds of 


years of paper making, no practical fiber has 


been found to equal cotton as the basic material 
for fine enduring paper. For many business pur- 
poses cotton fiber papers are the only practical, 


economical choice. 
The cotton fibers in all of 


Parsons Papers give them a quality that adds 
appreciably to the efficiency with which “paper 
work” is accomplished. Parsons cotton fiber papers 
have a permanence that is especially important 
for long term records and documents. And, these 
papers “specialized for modern business” have an 
appearance that commands cattention. 

For nearly a century 
Parsons has specialized in Bonds, Ledgers, Index 
and Technical Papers made of strong, clean cotton 
fibers. To assure yourself of this quality specify 
them in your business. 

Write today for Demon- 
stration Folder of these superior business papers 
and see how they can be used in your business. 


Parsons Paper Company, Horyoke, Massacnusetts 


Farsons faper 








| PEACETIME OPERATIONS 
| (Continued from page 294) 











some other state probably will have arisen 
when the turmoil of transition is past. 
There is the fundamental problem in 
perspective ! And preparation for meeting 
it is, in a truly realistic sense, of necessity 
a preparation of the minds of all think. 
ing men to a reasonable consideration 
without prejudice. Full stomachs and ideal 
housing even if attained would prove to 
be but temporary expedients. The only 
lasting approach is through men’s minds, 
It is axiomatic that the people ulti- 
mately get what they want. In a demo- 
cratic form of government their demands 
are quickly recognized and _ exploited. 
While many of us have fought it and 
condemned it for twelve years the pres- 
ent government has been serving up the 
things the people en masse desired. If the 
leaders of private enterprise im coopera- 
tion with government and labor will but 
undertake a sound program of education, 
as effective as its commercial advertising, 
portraying the comparatively superior ad- 
vantages of our American system so that 
the people themselves come to want it in 
a positive way, then no force on earth 
could threaten it! But such a program has 
already proven futile without joint efforts 
and we seem unready to pay the price. 
Can anyone believe that the fax re- 
visions so essential to promoting private 
civilian industrial and commercial ex- 
pansion would dare be delayed if the peo- 
ple wanted them? Of course not and it 
is so with every phase of our economy. 
The most effective accomplishment of the 
American system could be to supply the 
broad gauge, cooperative leadership to 
guide and develop the people’s “wants”! 
Preparation for peacetime operations 
then, ¢nsofar as cor porate and manage- 
ment problems are concerned is but an 
immense opportunity for the application 
of the comprehensive skills of American 
managers and technicians. Strictly aside 
from any stratospheric considerations, 
however, the larger and more critical 
aspects of the transition are such as will 
challenge the powers of our altogether 
too few outstanding statesmen in gov- 
ernment, business and labor. 
Preparation for these issues of so great 
magnitude must in the most vital sense 
be preparation of the minds of men 
through the processes of logic and educa- 
tion, and in the direction of broad scale 
cooperation and understanding of peo- 
ples. And speaking humbly but as one 
who would himself wish to participate 1n 
these matters and therefore aspire to those 
higher purposes of statesmanship, I sense 
that the proper point for beginning 1s 
with the preparation of one’s self. On no 
sounder keystone can each of us, and 
hence all of us, prepare for peace! 
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STANDARD 
> FEDERAL TAX 
REPORTS 





By any Jest... THE BEST 
ON FEDERAL TAXES FOR REVENUE 


Speed? Accuracy? Convenience? Completeness? Whatever 
the criterion, whatever the need, whatever the question — 
if it involves federal taxes for revenue, the accepted reporter 
of the federal tax specialist, first choice of the man “who must have 
everything” is STANDARD FEDERAL TAX REPORTS. 


Whether they represent tax payer or tax collector, on whichever 
side of the tax fence they stand — Tax Men all endorse “STANDARD 
REPORTS” in use, collect real dividends from its breadth of coverage, 
official and explanatory, its dependability, and its down-to-earth 
practical values. 


For the “STANDARD REPORTS” subscription plan brings subscribers 
up to date immediately and keeps them up to date continuously. Its 
swift, detailed, informative weekly issues blanket the field of federal 
taxation most important to business and its tax counsel—reporting week 
by week the latest development in pertinent law or regulation, inter- 
pretation or ruling or court decision—the newest return, report, or form 
—all enriched and illuminated by editorial sidelights and plain 
English explanations. 


Accordingly, STANDARD FEDERAL TAX REPORTS subscribers always 


have the FACTS, always know just what to do — and why and how 
to do it! 





COMMERCE) CLEARING: HOUSE; INC, 


PUBLISM@ ERS or TOPICAL Law REPORTS 


NEW YORK 1 CHICAGO 1 WASHINGTON 4 
EMPIRE STATE BLDG. 214 N. MICHIGAN AVE. MUNSEY BLDG. 


PST OS OUT IT Foe 
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Accounting Treatment of Product 
and Institutional Advertising 


A recent inquiry from a member of The 
Controllers Institute of America, regarding 
methods used by companies in setting up ad- 
vertising expense, and whether (a) advertis- 
ing of the company’s products and (b) in- 
stitutional advertising are considered part 
of selling expense, was answered as follows 
by an executive of a large national manufac- 
turer-distributor affiliated with The Institute: 


"We break down advertising expense into 
the following three major classifications: 
1. Media (Magazine, Newspapers, Radio, 
etc.) 
2. Promotional (Contests, Premiums, Cou- 
pons, etc.) 


3. Other (Publicity, Institutional, Supervi- 
sion, etc.) 


"The expenses in the first two groups usually 
apply to the individual brands and are charged 
directly to the product they feature. Group 3 
contains the indirect or distributive type of ad- 
vertising expense which we arbitrarily allocate 
to the products on the basis that the direct cost 
for each bears to the total. 

“Referring to advertising and selling expenses, 
generally, we do make a definite segregation of 
these two types of expense in our accounts. 
It is sometimes difficult to draw a line between 
the two, but as a general rule we break down 
our marketing operation two ways. 











| TION AND SETTLEMENT. 


1604 K Street, N.W. 


Mail Coupon Now 
For 10 Day Trial 
Offer—Money Back 


Guarantee 
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Announcing 


| PAYMENT for CANCELLED | 


or 
TERMINATED WAR CONTRACTS | 
T cciladianaae GRASKE 
and 


ROBERT F. KLEPINGER 


A three-year study and practical guide for all accountants, con- 
trollers and lawyers, by two outstanding authorities on the subject. 
COMPLETE AND AUTHORITATIVE RULINGS GOVERN- 
| ING PAYMENT OR REIMBURSEMENT UPON CANCELLA- 


Appendix includes Latest Forms 


Write for Special Post-War Edition $5.00 


Order NOW Supply Limited 


U. S. CLAIMS SERVICE 


Publishers of “‘U. S. Claims Decisions”’ 


U. S. Claims Service, Dept. TC7 
1604 K St., N.W 
Washington 6, D. C. 

I enclose $5, please send me “PAYMENT FOR CAN- | 
CELLED OR TERMINATED WAR CONTRACTS. If, be- | 
fore 10 days, I am not satisfied with this book I will return 
it and my $5 will be refunded. 


Washington 6, D. C. 

















“First, the cost of placing our products in the 
hands of the trade (Dealers, Wholesalers, etc.) 


is considered selling expense. This is repre. 
sented by the cost of maintaining the sales or. 
ganization and other incidental expenses bu 
does not include outbound freight. 

“Second, the cost of moving our products from 
dealers’ stocks to the consumer is treated g; 
advertising expense and is represented by the 
cost of advertising publicity or promotion 
which is designed to build a consumer fran. 
chise for the brands individually or to create 
goodwill for the company as a whole. 

‘We take the position that Institutional pub- 
licity is more properly chargeable to Advertis. 
ing than any of the other general expense clas. 
siftcations even though the individual products 
are seldom featured through this medium,” 


Food Enough for All! 


If the American people will eat less meat for 
a while, we can take care of our own food te- 
quirements and our share of the war and post- 
war needs of the world, according to Profes- 
sors F, F. Hill and F. A. Harper, agricultural 
economists at Cornell University, in a pam- 
phlet, Have We Food Enough for All, pub- 
lished by the Public Affairs Committee. 

This change in diet need not, the authors 
point out, deprive any American of adequate 
nourishment. In 1943, without any significant 
changes in our diet, we provided food for 
about 16,000,009 persons outside of the United 
States. We can help feed many more of the 
world’s 200 to 350 million “hungry” as fur- 
ther areas are liberated if we eat more “crop 
foods” like soybeans, wheat, dry beans, and 
potatoes, they declare. 

It is held to be unlikely that our total food 
production in 1944 will exceed that of 1943. 
But even if our total production cannot tea- 
sonably be increased, we can—Professors Hill 
and Harper assure us—shift acreage from live- 
stock-feed crops to human-food crops, thus in- 
creasing the number of people that can be fed 
from America’s six million farms. 

Since crops will feed far more people for a 
given amount of land and labor than will 
meat and other livestock products, the pam- 
phlet finds that “the feeding of grain to pro- 
duce excessive fat on livestock is an inexcus- 
able waste of human food in a hungry world.” 
The corn produced from an acre of land would 
provide food for a person for 635 days; fed 
to hogs, it would provide food in the form 
of pork for only 125 days. 

Hill and Harper admit that there is a limit 
to the extent to which we can go in decreas- 
ing our consumption of animal products, but 
they believe that a really substantial shift in 
this direction can be made “‘safely.”’ Soybeans, 
dry beans, and peanuts can provide the pro- 
teins now supplied largely by meat. 

The authors of the pamphlet face the fact 
that it will not be easy to change the food 
habits of Americans, who are the world’s 
greatest meat-eaters. But they do point out that 
the change need only be a temporary one. 

“Freedom from want,” the pamphlet de- 
clares, will not be achieved by permanently 
lowering our level of living or eating. What 
we are doing is “food-priming,” providing 
emergency food while needy nations re-estab- 
lish and improve their own food production. 

The greatest contribution of the United 
States to other nations will be our help in 
raising their level of food living without low- 
ering ours—first by providing emergency food, 
adapted seed, breeding stock, and simple farm 
machinery; then by the more fundamental aids 
of lending technically trained personnel, mak- 
ing improvements and inventions available, 
training their students, and eliminating trade 
barriers that prevent nations from producing 
the goods they are best adapted to produce. 

Have We Food Enough for All? by Profes- 
sors F. F. Hill and F. A. Harper is the eighty- 
ninth in a series of popular, factual, pamphlets. 
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It’s the New 
Mimeograph Double Stencil 


Mimeograph duplication, using dou- 
| | ble stencils, is the answer to many a 


time-consuming business procedure. 





It not only eliminates unnecessary rewriting, 
as does all Mimeograph duplication, it also 
eliminates the need for typing a second stencil 
in more involved types of paper work where it 
would ordinarily be necessary. 

For with the new Mimeograph double sten- 
cil, one writing prepares two stencils. The first 
one to be used for the immediate purpose 





Mimeograph 


duplicator 





—the other to be held for additional fill-in. 


Navy contractors, for example, have found 
that Mimeograph duplication, using double 
stencils, is the made-to-order answer for their 
recommended shipping and billing procedure. 
The first stencil is used to produce all work 
copies and to make actual shipment. The sec- 
ond is saved to report and bill the shipment 
after it has been made. It is all done without 
cleaning and filing stencils, and without re- 
writing of stencils. Time is saved, chance of 
error is eliminated. There is sure, accurate con- 
trol all along the line. Write for full details at 
no obligation. Just mail coupon below to 
A. B. Dick Company, Chicago 6, Illinois. 
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Pension and Profit-Sharing Plans 


The law provides that a plan must not 
discriminate in favor of employees who 
are officers, shareholders, persons whose 
principal duties consist in supervising the 
work of other employees, or highly com- 
pensated employees. The dictionary defi- 
nition of “discriminate” is “to separate 
by discerning differences; to distinguish ; 
to make a difference in treatment or favor 
(of one as compared with others) .” 

In attempting to carry into effect this 
mandate, the Bureau has established cer- 
tain rules and policies, most of which are 
included under general headings as fol- 
lows: 

1. Benefits must be proportionate and 
preferably weighted in favor of non- 
stockholder and lower paid employees. 
This policy has resulted in rules such as 
(a) the integration formula, and (b) in 
some cases limitation upon the maximum 
amount payable to the stockholder or 
higher paid employees. 


Practical Effects: 

While integration involves tedious cal- 
culations and may be beyond the original 
concept of Congress, it has not proved too 
difficult, nor is it too objectionable. As 
to limits on benefits, such limits probably 
would naturally result from the applica- 
tion of I.R.C. Sections 23(a) and 23(p) 
anyway, and thus far the difficulties as a 
result of this policy have not been a major 
problem. Modest and generally satisfac- 
tory benefits are possible. 

2. The administrative provisions of the 
plan must not discriminate or CREATE THE 
POSSIBILITY OF DISCRIMINATION 7” ‘‘in- 
dividual cases.” Here is where most plans 
have run into difficulty and where views 
may differ widely. Thus, the concept of 
discrimination in favor of the specified 
group is broadened to say in effect that 
the plan itself must provide the benefits 
and ali of the circumstances under which 
those benefits may be obtained, and can- 
not vest in the trustees or a committee or 
the company any discretion to vary or 
supplement those benefits through the 
plan. The application of this policy can 
best be illustrated by a few cases: 

(a) A provision permitting early retirement 
“pursuant to rules of company’’ was disap- 
proved because “the rules must be set forth 
in the plan and assure like treatment for all 
employees.” 

(b) A plan provided that the benefits were 
to be based upon “average monthly salary’’ 
as fixed by an advisory committee. The drafts 
man apparently had in mind only the fact that 
the advisory committee should make the mathe- 
matical calculation. However this provision 
was disapproved because the “‘plan must in- 
clude a definite formula.” 

(c) A plan provided that under certain cir- 
cumstances the trustee could borrow on con- 


By E. N. McDermott 


tracts. The ruling: “All borrowings must be 
pro rata or the funds borrowed on particular 
contracts must be used for the benefit of the 
participant on whose life it was issued.” 

(d) A corporation established a_ self-in- 
sured, simple pension plan—that is a pension 
plan which provided benefits only for those em- 
ployees who stayed until retirement, and no 
intermediate or death benefits. Ruling: ‘The 
absence of some provision granting some por- 
tion of the benefits to employees leaving your 
employ before normal retirement effects the 
prohibited discrimination. Under such directive 
an employee could work to age 64 or more, 
be discharged, resign, or might die and receive 
no benefits under the plan.” 

Note: This particular ruling probably de- 
parts from the law, in that there is nothing 
in the law which prescribes the extent to 
which benefits must be provided as long as they 
are not discriminatory. It would seem that since 
all employees are covered by the same rule, 
the plan itself is not discriminatory. Theoreti- 
cally, of course, the company could dismiss all 
employees shortly before retirement, but here 

eagain it would seem that the discrimination, if 
any, would be in the “operation” of the plan 
rather than in the plan itself. 

(e) Another ruling was as follows: ‘‘Cer- 
tain benefits are based on the cash value of 
the insurance contracts purchased for the bene- 
fit of the respective participants. However, the 
plan does not specifically provide that all con- 
tracts shall contain a cash surrender value.”’ 

(f) Another ruling: “The agreement pro- 
vides that the advisory board shall be the sole 
judge as to when or whether an employee has 
ceased to be an employee of the company. There 
is nO provision requiring the necessity of con- 
sistency in ruling on similar cases, therefore, 
the advisory board in exercising its judgment 
as provided above virtually controls the grant- 
ing of separation or disability benefits. Such 
discretionary powers create the possibility of 
discrimination not permitted by the statute. 

(g) Another ruling: “The employer also 
retains the right to require an employee to re- 
main in service after his normal retirement 
date, and the advisory committee then has the 
right to determine whether he shall receive 
the benefits of the plan or whether they shall 
be accumulated and paid to the employee as 
the Committee shall determine. This provi- 
sion may be used in a discriminatory manner. 

(h) Another ruling: “The plan provides 
that if any employee shall enter the armed 
forces of the United States that the committee 
may, in its discretion, if the company makes 
no contribution for said employee, direct the 
trustee to borrow money against the insurance 
contract of the said employee in order to keep 
the contract in force, or may assign the con- 
tract to such employee. This is a discretion- 


ary power which may be used in a discrimj. 
natory manner.” 

(i) Another ruling: “The plan does not 
provide that the contracts shall be purchased 
with the same ‘basic option’ and contain like 
provisions with respect to ‘cash surrender 
values,’ ”’ 


Exceptions to the rule on discretion 
are the following: 


(a) “Under the provisions of Section 165(a) 
a plan may provide for less liberal vesting 
provisions when an employee is dismissed for 
‘cause’ than when he terminates for other 
reasons, if it is shown that ‘cause’ will not be 
arbitrarily construed by the employer but will 
be limited to such meanings as incompetency, 
misconduct, or insubordination.” 

(b) “Dual eligibility requirements, such as 
but not limited to (a) shorter period of serv- 
ice for present employees than for future em- 
ployees, (b) longer years of service for women 
than for men, and (c) an older minimum age 
for women than for men, of themselves are not 
discriminatory within the meaning of Section 
165(a), but may be found to produce dis- 
criminatory results in some circumstances.” 

(c) Discretionary powers relating to the 
manner of payment of benefits do not seem to 
be objectionable so far—such as, power to 
determine whether a policy should be assigned 
to a participant, or the cash value paid in a 
lump sum or in installments. 


There is probably no particular quar- 
rel with most of the objections here enu- 
merated, and in most cases they can be 
met by amendment. It is most doubtful 
whether any of these provisions was in- 
tended to be discriminatory, or that any 
such discrimination would be practiced, 
and if there were such discrimination, the 
trustees would be guilty of an abuse of 
discretion correctable in Coutts. 

The principal purpose in setting out a 
few of these items is to point out that 
only a very limited degree of variance or 
discretion is permissible under a plan if a 
favorable ruling is expected. 


FORFEITURE OR VESTING PROVISIONS 


Under insured pension plans, the Com- 
missioner does not object particularly to 4 
long deferred vesting, since any amounts 
forfeited do not revert to the remaining 








The Controllers Institute. 





PRACTICAL POINTS WORTH NOTING 


The complexities which develop in pension and profit-sharing plans 
are now well realized by most controllers. 
Dermott provides answers to a number of important questions. The 
author, of McDermott, Will and Emery, Chicago attorneys, presented 
these observations on May 2 at the St. Louis Regional Conference of 


In this paper, Mr. Mc- 


—THE EDITOR 
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SINESS FUTURES 


are being charted with these 





Contnot gysTem FOR 
“wonn mi PROGRESS 
yp INVENTORIES. 


During war the tremendous influence 
of adequate administrative control 
is reflected in higher production, in 
conservation of materials, in im- 
proved cost record practices leading 
to efficient handling of government 
contract terminations. Because such 


control is urgent today—and will be 


FOUR GUIDES 





GUIDE TO INCREASED PRODUCTION 


The methods used by some of the largest war-goods pro- 
ducers to achieve maximum output with a controlled flow 
of materials are detailed in “Stock Control for the Manu- 
facturer”. Twenty sets of actual forms are included, with 
helpful analysis of each. 


GUIDE TO BETTER CONTROL OF COSTS 


“Cost Analysis for Profit Control” shows the latest tech- 
niques in efficient cost accounting systems and procedures. 
Included are twenty working samples of Kardex Visible 
Records and details of fifty types of cost systems now used 
by well-known organizations. 


GUIDE TO REDUCED MATERIALS INVENTORIES 
From the Office of the Chief of Ordnance, U. S. Army, has 
come a simplified method of production and material con- 
trol, recommended as sound business practice for manu- 
facturers. This is presented in full detail in “Control 
for Minimizing Commitments, Work in Process and 
Inventories”. 


GUIDE TO SUCCESSFUL CONTRACT TERMINATIONS 


“Effective Control of Terminated Government Contracts 
as Practiced by Sperry Gyroscope Co., Inc.”, describes 
preparations and procedures that have resulted in out- 
standingly successful negotiated settlements. Twenty-six 
pages full of good suggestions! 


Kardex Visible Administrative Con- 
trol is solving a wide variety of 


more so in the future—Remington 


Rand has assembled in four special 


books a wealth of information on managerial problems. 


The vital information contained in 
these publications 1s available without 
charge. The last two will be sent free, 
the other on loan service from our 
Systems Research Data File. Inquire 
of our nearest Branch Office. 


the graphic methods of record con- 
trol now used by many business or- 
ganizations. Based entirely on actual 
experience, these publications dem- 


onstrate how the “Fact-Power” of 
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participants, but are used to reduce the 
corporation’s contributions in succeeding 
years. So far as I know, there are very 
few definite rules applied with respect to 
the vesting requirements under profit shar- 
ing trusts. However, these will be scru- 
tinized carefully to determine whether or 
not the vesting provisions in operation 
wiil result in most of the benefits accruing 
to a relatively small number of partici- 
pants. 

Thus, if a corporation has a high rate 
of turn-over, the interests of the partici- 
pants will probably have to be vested 
relatively early. If, on the other hand, 
the turn-over is small, then perhaps a 
considerably longer period of vesting will 
be permissible. In any event, it will be 
necessary to demonstrate that the vesting 
provisions, whatever they may be, are not 
likely to result in concentration of the 
contributions ultimately in the hands of 
relatively few participants. 


ALLOCATION OF COMPANY CONTRIBU- 
TIONS IN PROFIT SHARING TRUSTS 


At the moment any allocation of con- 
tributions to a profit sharing trust that 
gives major weight to years of service is 
looked upon with disfavor and may not 
be approved. Yet there are sound reasons 
why years of service should be taken into 
account, and it is to be hoped that this 
attitude will change. Any formula, how- 
ever, must not resu/t in an undue pro- 
portion thereof going to the unfavored 
group. 

The answer to this problem must, and 
undoubtedly will, be found shortly, since 
so many companies have wanted to pro- 
vide a retirement plan for employees and 
some, for competitive reasons, may be 
practically required to establish plans, but 
have not wanted to incur the annual re- 
curring fixed cost of an insured pension 
plan. 


DANGERS LURKING IN 23(A) 


The provisions of 23(p) and the regu- 
lations as amplified by published data and 
information are now pretty well known 
and require no particular comment. It 
should be borne in mind, however, that 
contributions for the benefit of any em- 
ployee, plus his regular compensation, 
must not exceed the reasonable value of 
the services of such employee. Thus far, 
there is not available any criteria on which 
reasonableness will be determined by the 
Bureau under 23(a). We, of course, have 
court decisions on the subject, but at best 
these afford only general indications as 
to the reasonableness of compensation 
under the circumstances of the particular 
case. It perhaps could be argued that if 
an employer gives a general increase in 
compensation in the form of a qualified 
pension or profit sharing plan to a group 
of employees, it should be allowed a de- 
duction thereof within the limits of 
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23(p). On the other hand, 23(a) is with 
us, and on the basis of past experience 
we may expect to be presented with some 
novel theories, especially where stock- 
holder-employees are concerned. 


Law AS APPLIED TO PENSION AND 
PROFIT SHARING TRUSTS 


This information also has been pub- 
lished widely and perhaps only the brief- 
est comment is necessary. 

Contributions to a pension plan that 
qualifies under Section 165(a) do not 
need approval of either the Salary Stabili- 
zation Unit of the Treasury or the War 
Labor Board. 





Should the Social Security 
System Be Expanded Now? 


| YES 


1. Unemployment, disability, and re- 
tirement of old people will create ma- 
jor problems after the war. We must 
| prepare for them now. 
| 2. Today, when wages are high, is 

the time we can best afford to start an 

expanded program. 

3. We have an efficient Social Se- 
curity System; the proposed changes 
| have been carefully considered; why 
| wait? 

4. It would improve morale of sol- 
diers and workers. 


Arthur J. Altmeyer 
Chairman, Social Security Board 


NO 


1. To apply it as an anti-inflation 
measure is economically unsound. 

2. It would discgurage voluntary 
| thrift and initiative. 
| 3. It is fraught with all the dangers 

of bureaucratic control and regimenta- 
| tion by a federal agency. 

4, There are no known ways to ad- 
| minister such a bulky and impracticable 
program. | 

5. The costs are prohibitive. 


| M. Albert Linton 
President, Provident Mutual Life Insur- 
ance Company 


—Briefed by “Trusts and Estates” 
from “Modern Industry,” De- 
cember, 1943 











The Salary Stabilization Unit of the 
Treasury has ruled informally that pay- 
ments to a pension or profit sharing trust, 
conditioned upon approval under Section 
165 and necessary Salary Stabilization ap- 
provals, do not need approval at the time 
of payment. Also, that payments to a 
pension trust ante-dating a favorable rul- 
ing under 165(a) also need not be ap- 
proved. 

The safest procedure, however, is to 
get specific approval of the conditional 
payment and of payments made to the trust, 
which ante-date the favorable 165 (a) 
ruling—particularly if an amendment was 
necessary to secure such ruling. 

Payments under a pension plan which 





does not qualify under Section 165 (a), 
of course, must be approved. 

Payments to profit sharing trusts are 
covered by mimeograph No. 5604 as 
amended February 24, 1944. This covers 
in detail cqntributions to profit sharing 
trusts created before or after October 2, 
1942. 


TRENDS 


There are no immediate prospects of 
substantial change in the law or regula- 
tions, although they may be amplified 
somewhat. The difficulties in the present 
law and its administration are: 

1. It practically eliminates profit shar- 
ing and incentive plans in the real sense, 
in that the limit on contributions is based 
on compensation paid to the employees 
rather than on the profits produced. 

2. The provision prohibiting “discrim- 
ination” has resulted in an administrative 
snarl. Thus, we have had the law on the 
books for approximately eighteen months; 
it was nine months before we had any 
regulations, and we still have regulations 
that are inadequate as applied to profit 
sharing. Only last week additional rules 
were promulgated, which may even te- 
quire revocation of rulings already issued. 
It now takes six to eight months for a 
plan to be approved, and in addition 
audits of 1942 and 1943 returns are now 
in progress and the same personnel has 
the job of reviewing 23(p) deductions. 
It is said that, in one office, rulings under 
165(a) have been reduced 50 per cent. 
on this account. It is obvious that ap- 
proval of plans submitted and yet to be 
submitted may be deferred beyond De- 
cember 31, 1944, which will necessitate 
a further extension of time within which 
rulings may be obtained. 

While the law in operation hasn't 
proved too satisfactory, the Bureau has 
made a sincere and honest attempt to 
apply the law. There has been - pressure 
in and out of the Bureau to fix rules, 
which tends to avoid the exercise of that 
“discretion” which the law intended. 

Some of the difficulty from an admin- 
istrative view may have been caused by 
the microscopic examination of each 
phrase in the plan to determine whether 
it “may possibly” be administered in such 
a way as to treat one employee in a dif- 
ferent way, slight though it may be, than 
another, rather than solely to determine 
whether the plan as a whole is designed 
to benefit employees primarily rather than 
managers and stockholders. 

If the administrative jam continues, 
and if the Commissioner's attitude tends 
to magnify details rather than the broad 
objective, public opinion may force the 
incorporation of the requirements for a 
good pension or profit sharing plan in the 
statute rather than to leave it to the Com- 
mtissioner’s determination. Another bix 
months may be necessary before we know 
the answer. 
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DESTRUCTION OF RECORDS 
(Continued from page 296) 











Analysis of Replies 
Gist of Reply No. Replies 
No mechanics for early destruction 12 
Destroyed at same time as originals 3 
Destroyed at discretion of depart- 


ment head to whom sent 3 
Destroyed as soon as purpose is ac- 
complished 1 
Destroyed only upon direct authori- 
zation 1 
Destroyed after annual review 1 
No regular schedule, but copies 
usually destroyed earlier than 
originals 1 
Matter under review, but intend to 
destroy extra copies earlier 1 
Total 23 
* 
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Prevailing Practice: 

No systematic attempt is made to separate 
extra copies of various forms, documents, etc., 
from the regular files for the purpose of early 
destruction. It is assumed that the general 
practice is to destroy such extra copies at the 
time of the destruction of the entire file. 


Pertinent excerpts from replies by a Manu- 
facturing Drug Concern: 

“Duplicate copies of material which are sent 
to the general files are destroyed, provided that 
the duplicates do not contain special hand- 
written notations or other added information. 
Where duplicates are distributed in the files 
of various departments, no attempt is made to 
follow them up to see that they are destroyed, 
the disposition of the departmental files being 
left to the discretion of the department heads 
concerned. In this connection, it should be noted 
that there are very few departmental files, almost 
all material being stored in the general files. 

"In the case of certain routine documents 
where more than one copy is made, for exam- 
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IN PRINCIPAL CITIES 


ple, sales orders and sales invoices, provision 
is made for the destruction of the extra Copies 
as soon as they have served the purposes foy 
which they were prepared, one designated copy 
being retained for filing in accordance with the 
standard procedure.” 


From a Chemical Concern: 


“We keep all extra copies of original docy. 
ments as long as the original. Although these 
extra copies could be destroyed long before 
the original, we prefer to clean house during 
the first ten days of each January. As long as 
we do not need the room we do not need to 
take a chance of making this job complicated 
with exceptions.” 


From a Household Appliance Manufacturing Co.: 
“A definite division is made between execu- 
tive files and general files. The general files 
contain more or less routine papers and rec. 
ords and a regular schedule is made for these 
records, so that in December of each year rec. 
ords are transferred and the oldest records are 
destroyed. The executive files cover the corpo- 
ration records and contracts and agreements 
that are maintained for an indefinite period of 
time. The only time that such records ave de- 
stroyed is periodically by complete survey by 
an officer of the company and this work is done 
by a responsible individual who has knowledge 
of the value of these corporation records.” 


From a Glass Manufacturing Company: 

“We have no particular program for analyz- 
ing certain records and destroying the dupli- 
cate or triplicate or multiple copies. There 
are some cases, however, where the original 
copies are kept for certain times, and the extra 
copies that may be in various departments we 
may destroy in accordance with the program of 
our destruction of the other records with which 
they are filed. 

“For instance, the. shipping order carrying 
all of the endorsements of the workers as they 
accumulated the shipments which furnished the 
basic records for the writing of the invoices is 
kept for five years and the current year at the 
point of shipment. The accounting department 
copy of the invoice is kept numerically and 
one other copy is kept alphabetically in the 
general office for the same time, five years and 
the current year. Any other copies of the ship- 
ping order or invoice may be destroyed at- 
cording to the program of the other depart- 
ments where they are kept.” 


Question No. 6 


“Specifically, how many years does your 
company retain each of the following classes 
of records before destruction: (a) General 
correspondence; (b) customers’ invoices and 
correspondence relating thereto; (c) vendors’ 
invoices and correspondence relating thereto; 
(d) customers’ orders and correspondence te- 
lating thereto; (e) purchase orders and corre- 
spondence relating thereto; (f) cancelled 
checks; (g) inventory records; (h) clock 
cards; (i) time tickets; (j) freight bills; (k) 
production orders and papers relating thereto; 
(1) maintenance and repair orders and papers 
relating thereto; (m) production reports; (1) 
departmental reports and other papers sup- 
porting manufacturing cost, computations and 
records; and (0) various classes of tabulating 
machine cards?” 


Discussion 

The statement printed with this report re 
veals almost a complete lack of uniformity in 
the number of years which records are retaine 
by individual companies. The reason for this 
showing may partially be attributed to the 
broad classifications of records concerning 
which inquiry was made. No attempt was made 
in the inquiry to define such classifications. 

(Please turn to page 310) 
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increases with automatic machine operations 





Ba ances — and sub-balances — can now be printed 
entirely automatically by National Posting Ma- 
chines — when the proper column is reached, with- 
out pressing any key. 

National Accounting-Bookkeeping Machines 
may be secured through priorities. 


Our factory at Dayton, Ohio, proudly flies the Army-Navy “E” with 
four stars * * *& * for “unceasing excellence” in the production of 


precision instruments and other war materiel. 


Oalional 


CASH REGISTERS * ACCOUNTING-BOOKKEEPING MACHINES 


The National Cash Register Company 
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DESTRUCTION OF RECORDS 
(Continued from page 308) 











Thus, they were susceptible, in some cases, to 
several interpretations. For example, “inven- 
tory records” might have been construed to in- 
clude only the finally computed inventory 
sheets as of a given date, the inventory cards 
showing the actual unit count, perpetual in- 
ventory records, miscellaneous supporting rec- 
ords, or various combinations. The term “pro- 
duction orders” might easily have been inter- 
preted in several different ways by the mem- 
bers of the Committee. On the other hand, 
such classes of records as cancelled checks, 
clock cards, purchase orders, etc., are restrictive 
in classification, 

The disparity is shown by the fact that no 
“prevailing practice’ as to the number of 
years which particular records are retained 
can be shown which represents a difference 
of less than four years between minima and 
maxima. As to four different classes of records, 
no prevailing practice whatsoever was appar- 
ent. The spread between the shortest and the 
longest periods of retention for each class of 
records is substantial. For example, customers’ 
invoices are retained variously from 2 to 10 
years; customers’ orders from 1 to 15 years; 
purchase orders from 1 to 15 years; cancelled 
checks from 4 to 10 years; inventory records 
from 3 to 20 years; clock cards from 2 to 10 
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years; production orders from 6 months to 10 
years; and tabulating machine cards from 3 
months to 10 years. 

There is no indication that the state statutes 
of limitations exercise a dominating influence 
over the number of years which records are 
retained. This is shown by an analysis which 
was made according to the states wherein the 
principal offices of the Committee members’ 
companies are located. A portion of the re- 
sults of this analysis is as follows: Out of 
four different companies reporting from the 
State of New York, two state that they retain 
vendors’ invoices 6 years; one company re- 
tains such records 10 years, and the other re- 
tains them indefinitely. Three out of four New 
York companies report that they retain pur- 
chase orders 6 years; the other company only 
2 years. Two out of four companies retain 
cancelled checks 6 years; one company 10 
years; one company indefinitely. Two out of 
four companies retain time tickets 4 years; one, 
3 years; and one, 7 years. The statute of lim- 
itations in the State of New York is reported 
to be 6 years against open accounts, written 
contracts and promissory notes. 

Illinois :—Of four companies in Illinois, two 
report that they retain copies of vendors’ in- 
voices 10 years; one, 7 years; and one, per- 
manently. As to purchase orders, five com- 
panies each reported a different period of re- 
tention; respectively, 2, 4, 6, 8, and 10 years. 
However, as to cancelled checks, four out of 
five replied that they were retained 10 years. 
The other reported a 7-year period. As to time 
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tickets, the five Illinois companies each fe. 
ported a different number of years of retep. 
tion; respectively, 1, 2, 5, 6, and 10 years, Jp 
Illinois the statute of limitations is reported 
to be 5 years against open accounts and 10 
years both against written contracts and prom. 
issory notes. Similar disparities are reflected 
by reporting companies located each in Calj. 
fornia and in Massachusetts. 

From this the Committee does not neces. 
sarily conclude that the lack of uniformity 
in the number of years which various com. 
panies retain similar types of records is of 
general significance. As was stated in a pre- 
ceding paragraph, the problem of record te. 
tention is one which is greatly influenced by 
available storage space. The problem thus, to 
a large extent, requires individual solutions. 
The question may grow increasingly important 
in the years to come by reason of the part now 
being played by records of all types in the 
mechanical functioning of our economy. There 
may also appear in future years more distinct 
practice brought about by the influence of gov- 
ernmental regulations as to the minimum num- 
ber of years which certain records must be te- 
tained. It is hoped that this survey has added 
to the fund of information on the subject, and 
that it will be useful. 

Unquestionably, much has been written on 
the subject of destruction of records. No at- 
tempt has been made to compile this material, 
Two publications have come to the Commit. 
tee’s attention, however, which are worthwhile. 
These are “How Long Should Records Be 
Kept’ contained in the Office Standards and 
Planning Book, published in 1944 by the Art 
Metal Construction Company (pages 19 through 
22 and 68 through 70); also the ‘Manual of 
Record Storage Practice,” published by the 
Bankers Box Company, 1942. 


Excerpt from a Reply from an Equipment 
Manufacturer: 

“Records, for the most part, are kept as long 
as we can keep them without being pressed for 
Storage space. The time mentioned above (re- 
tention schedule) represents the present status 
of our records. Now that we are doing gov- 
ernment work, our contracts require that we 
keep all of our records for six years; but in 
all probability we will extend the time even 
beyond this. It is going to be most important 
that a lot of these records be kept almost in- 
definitely, if the Government is going to take 
as long to settle claims after this war as it 
did after World War No, 1. 

‘I might add that in keeping old records, 
there is a tendency toward ‘filing’ them with- 
out an attempt being made to have them prop- 
erly filed and indexed. It is important that 
records be filed in such a manner that informa- 
tion can be found quickly.” 


Handbook on Planning 


Postwar Business 


“Planning the Future of Your Business,” 
a handbook for industrial employers, pat- 
ticularly firms with 50 or more employees, has 
been published by the Committee for Eco- 
nomic Development and is now available 
through local CED units. The handbook, 
prepared by the Association of Consulting 
Management Engineers, details the “‘six steps 
for planning the future of your business.” 


N.A.B.A.C. Schedules 20th Anniversary 
Meeting for Cleveland 

Hugh E. Powers, Cashier, Lincoln Bank and 
Trust Company, Louisville, Kentucky, and 
president of the National Association of Bank 
Auditors and Comptrollers, has announced that 
the 20th anniversary meeting and postwar plan- 
ning conference will be held in Cleveland, 
Ohio, on September 19 and 20, 1944, at the 
Hotel Cleveland. 
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To supply our far-flung forces in the vast Pacific, Uncle Sam’s pro- 
vision ships are keeping appointments with naval task forces and 
calling at remote island bases dispersed over thousands of miles of 
enemy-infested waters. 


a # ; These floating warehouses are stocked with supplies of more than 

brop- aie ee nf ¢ rs 12,000 different items . . . food and clothing, engine parts and hard- 

that ; 4 ; ware, radio and electrical equipment, pharmaceuticals and medical 

rma {‘j fei 1" supplies . . . a multiplicity of things constantly needed by fighting 
— ships and fighting men. 

The thickness of the ship’s bulky supply list suggests the tremens 

dous amount of work required to procure, assemble and distribute 


these items—work that involves countless hours of careful figuring 
and voluminous, up-to-the-minute accounting records. 











ess,” 
ar- 
ye NORDEN BOMBSIGHTS— Years of experience in 
Eco- precision manufacturing are enabling Burroughs 
to produce and deliver the famous Norden bomb- 
able sight—one of the most precise instruments used 
ook, in modern warfare. 
ting 
teps 1} FIGURING AND ACCOUNTING MACHINES are 
ie '| also being produced by Burroughs for the Army, 
Navy, U. S. Government, Lend-Lease and those 
sary (| business enterprises whose requirements are 
| approved by the War Production Board. 
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The figures and records that control the smooth flow of supplies 
4) through mill and factory, over railroad and highway, in and out of 
strategic shipping centers, are furnished by statistical and account- 
ing machines. Employed in this work are thousands of the fast, 
accurate machines that Burroughs builds for war industries, govern- 
ment offices and the various branches of the armed services. 


BURROUGHS ADDING MACHINE COMPANY e DETROIT 32 


Burroughs 


FIGURING, ACCOUNTING AND STATISTICAL MACHINES e NATIONWIDE MAINTENANCE SERVICE ¢ BUSINESS MACHINE SUPPLIES 
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Reviews of Recent Publications 








Business Finance Methods 


FINANCING EQUIPMENT FOR COM- 
MERCIAL AND INDUSTRIAL ENTER- 
PRISE. By Raymond J. Saulnier and Neil H. 
Jacoby. 

FINANCING INVENTORY ON FIELD 
WAREHOUSE RECEIPTS. By Nel H. Jacoby 
and Raymond H. Saulnier. Published by the 
National Bureau of Economic Research, New 
York. 


In these two short volumes of approx- 
imately 100 pages, Professors Jacoby and 
Saulnier summarize the technique, develop- 
ment, and current status of instalment equip- 
ment financing and inventory financing on 
field warehouse receipts. These volumes 
complete a series of four studies on “Con- 
temporary Relations Between Business Enter- 
prise and Financial Institutions’? undertaken 
as part of the Financial Research Program of 
the National Bureau of Economic Research. 
The first two studies in the series dealt with 
Term Lending to Business and Accounts Receiv- 
able Financing. 

These volumes contain much information 
of value to bankers or businessmen who might 
have occasion to lend or borrow funds using 
the techniques in question. For instance, the 
study of field warehouse receipts includes a 
discussion of such matters as the nature and 
development of field warehousing, methods 
of installing and operating field warehouses, 
the size, industrial, and geographic concentra- 
tion of loans on field warehouse receipts, and 
the credit standards and appraisal methods 
applied in making such loans. 

The authors point out that the majority of 
firms borrowing on field warehouse receipts 
have total assets between $25,000 and $200,- 
000. Field warehouse receipt financing is es- 
pecially advantageous to firms with a high 
degree of seasonal fluctuation in working cap- 
ital requirements, since it provides a means of 
gearing credit closely to working capital 


needs. Likewise, this method of financing is 
convenient for firms that are expanding their 
operations rapidly and need credit in larger 
amounts than can be obtained without col- 
lateral security. 

Instalment equipment financing, likewise— 
the authors find—"“is used chiefly by small and 
medium-sized manufacturing companies and 
by the service trades where business units are 
typically small and frequently undercapital- 
ized.” 

Inventory financing on field warehouse re- 
ceipts and equipment financing, the authors 
point out, supply only a very small portion of 
the business credit market. These methods 
of financing are, however, important, since 
they constitute a means of financing small, 
growing firms that would otherwise find it 
difficult to obtain funds on an unsecured basis. 

The financial officer of such a business in 
need of additional credit, or desirious of low- 
ering his interest costs, the banker in search 
of opportunities to increase his commercial 
loans, and the student of business financing, 
will all be repaid for the time spent in read- 
ing this series of studies by the National Bu- 
reau of Economic Research. 


Reviewed by J. KEITH BUTTERS. 


Cutting Office Costs 


SEVEN STEPS TOWARD SIMPLIFIED 
OFFICE PROCEDURE, by A. H. Stricker. 
Published by McGraw-Hill Book Company, 
Inc., New York. $1.75. 

Controllers have always been eager to cut 
the cost of “paper work.”” Since they have been 
inundated with the tremendous volume of “war 
paper work,” they have become rabid on the 
subject of Government forms and question- 
naires, and quite properly so. However, they 
may be neglecting a fertile field for eventual 
cost cutting in their own internal office pro- 
cedures. ‘Seven Steps’ is ‘must reading” for 
your office manager. The time study approach 
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Have You Pension Plan or Contract Termination Problems ? 


Controllers and financial officers everywhere are faced with questions de- 
manding prompt and accurate answers in connection with these two down-to- 


To aid in solving them; The Institute has just published two special book- 


“PENSION AND PROFIT-SHARING PLANS” 
“WAR CONTRACT TERMINATION PROBLEMS” | 


Included in their contents are papers by outstanding business, legal and gov- 
ernmental authorities, devoted to the “HOW” of handling these develop- 


Copies of the two booklets are now available at 50 cents each. Please send 


Paper restrictions limit the number of copies—please order early. 


CONTROLLERS INSTITUTE OF AMERICA | 
One East Forty-Second Street 


New York 17, N. Y. | 








may be essential in factory production cost 
controls, but only misery comes to the controller 
who tries to turn his office into a factory. Here 
we have an enlightened approach that empha- 
sizes comfort and environment, stressing work. 
able standards for various Classifications of 
work, instead of ‘arbitrary standardization of 
procedures and equipment for everyone. While 
it took 26 years to perfect the Stricker plan, it 
is sound and simple and, best of all, it has 
been humanized. 


Reviewed by DEAN C. STEELE. 


Behind the Figures 


WHAT THE FIGURES MEAN, by STEPHEN 
GILMAN. Published by The Ronald Press Com- 
pany, New York. 127 pages. $2.50. 

This is a quite informal and simply written 
book for the layman and not for experienced 
accountants and statisticians. Forty-eight charts 
and forms, all of which are easy to understand, 
are provided to illustrate the explanatory text. 
Those who use figures or work with them will 
find that this book will help the readers to pre- 
sent business information in a live, interesting, 
even entertaining fashion so that the figures will 
be more understandable, more significant. 

The book is written with simplicity as the 
key-note. No higher mathematics than square 
root (and that in only one instance) is required. 

The author has succeeded in teaching, in about 
two hours’ reading, practical devices for stim- 
ulating the imagination and provoking ques- 
tions which should lead to more effective use of 
numerical data and the wiser interpretation of 
business figures. 

An adequate index is provided. 


Reviewed by RANDOLPH LANE. 


Postwar Financial Symposium 


Six of the ablest economists in America have 
been commissioned by The Twentieth Century 
Fund to formulate their individual views on 
how this country can best manage its postwar 
financial affairs in connection with broad eco- 
nomic measures to achieve and maintain general 
prosperity, according to an announcement made 
recently by Evans Clark, Executive Director of 
the Fund. The symposium is being assembled 
and edited by Dr. Paul T. Homan, Professor 
of Economics at Cornell University and Editor 
of the American Economic Review, who will 
prepare a general introduction and an analyt- 
ical summary of the contributions of the par- 
ticipants. 

The six contributors are: Benjamin M. An- 
derson, Professor of Economics at the Univer- 
sity of California, Los Angeles; Howard S. 
Ellis, Professor of Economics at the Univer- 
sity of California, Berkeley; Alvin H. Han- 
sen, Littauer Professor of Political Economy 
at Harvard University; Sumner H. Slichter, La- 
mont University Professor at Harvard Univer- 
sity; Jacob Viner, Morton D. Hull, Distin- 
guished Service Professor at the University of 
Chicago; John H. Williams, Nathaniel Ropes 
Professor of Political Economy and Dean of 
the Graduate School of Public Administration 
of Harvard University. 

Three of the contributors, Dr. Hansen, Dr. 
Slichter and Dr. Viner, are former presidents 
of the American Economic Association. 

The subjects to be discussed, according to 
the Fund’s announcement, include the general 
economic circumstances to be expected at the 
close of the war and appropriate measures for 
dealing with them, as well as the longer-run 
aspects of public and private action designed 
to promote economic stability. Questions of 
tax rates and structure, public spending, Fed- 
eral Reserve policy, Treasury policy, and ptt- 
vate financial activities are to be included in 
the discussion, as well as the financial aspects 
of international trade relations. 
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SEC Reports on Utility Subsidiaries 


The Securities and Exchange Commission 
published a report on June 12, of its Public 
Utilities Division, entitled ‘Financial Statis- 
tics for Electric & Gas Subsidiaries of Reg- 
istered Public-Utility Holding Companies” 
for the year 1943. The report includes all 
such operating utility companies having as- 
sets of $5,000,000 or more. 

The combined assets of the 202 companies 
in 41 public utility holding company systems 
aggregate $12,433,088,311, which is approx- 
imately 75 per cent. of the total consolidated 
assets of all registered holding company sys- 


tems. The 202 operating utility companies- 


had combined gross operating revenues for 
the year 1943 of $2,556,034,307 and gross 
corporate income of $559,064,534. 

Total capitalization outstanding for the 202 
companies amounted to $9,473,833,563 and 
consisted of bonds $4,132,604,445, debentures 
$163,625,000, notes and miscellaneous debt 
$223,273,038, preferred stock $1,685,321,230, 
common stock $2,400,535,089, capital surplus 
$300,003,468 and earned surplus $568,471,293. 
Bonds, debentures and notes comprised 47.71 
per cent. of the total capitalization at Decem- 
ber 31, 1943, preferred stock 17.79 per cent. 
and common stock and surplus 34.50 per cent. 
These are composite figures in which the 
higher debt and preferred stock ratios of some 
companies are offset by the companies which 
have relatively small amounts of senior se- 
curities outstanding. 

Figures for the year-end 1943 show that the 
202 companies had an aggregate depreciation 
reserve of 17.53 per cent. of their combined 
plant and property accounts. The equivalent 
ratio in the 1942 report was 14.98 per cent. 
The rise is accounted for by a number of fac- 
tors among which may be noted: (a) the in- 
clusion for the first time of the subsidiaries of 
two large systems which have larger than av- 
erage depreciation reserves (in earlier reports 
these companies were excluded because their 
parent then had applications pending for ex- 
emption as registered holding companies) ; 
(b) certain companies during the year elim- 
inated from their property account inflation- 
ary items (account 107); and (c) the accruals 
for depreciation during the year substantially 
exceeded retirements of property. 

Total 1943 revenues including other income 
were absorbed as follows: operating expenses 
41.96 per cent., maintenance 5.10 per cent., 
depreciation 9.52 per cent., taxes 21.01 per 
cent., funded debt interest 7.01 per cent., other 
deductions 1.85 per cent., preferred dividend 
requirements 3.90 per cent., common divi- 
dends paid 6.80 per cent., and balance for sur- 
plus 2.85 per cent. The 202 companies ac- 
crued $540,076,600 for taxes consisting of 
$168,171,816 federal income tax accrual, 
$148,244,846 federal excess profits tax accrual 
and $223,659,938 of other taxes. 

The analysis shows that interest on funded 
debt was earned 3.10 times and fixed charges 
and preferred dividend requirements were 
earned 1.81 times. The average interest rate 
on all funded debt outstanding December 31, 
1943 was 3.87 per cent. and the average div- 
idend rate on preferred stock was 5.84 per 
cent. Funded debt averaged 50.54 per cent. of 
net property. 

Dividends arrearages on preferred stock 
amounting to $129,863,186 existed in 23 com- 
panies at December 31, 1943. Several com- 
Panies eliminated their arrearages in 1943 by 
Payments or recapitalizations and certain 
others reduced them considerably. Earnings 
available for common stock for 1943 amounted 
'0 7.59 per cent. of the aggregate of common 
stock and surplus as shown by the companies’ 
feports. Of the $248,053,183 available for 
common stock dividends, $174,692,838 was 
Paid in such dividends, leaving $73,360,345 
for surplus, 
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AMERICAN SALES BOOK CO., INC, Subsidiaries of Moore Corp., Ltd., NIAGARA FALLS and ELMIRA, N. Y. 
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Brief Items of Interest to Controllers | 








Experience Rating Saved $50 Million 
for Illinois Firms in 1943 


Illinois employers in 1943 saved more than 
50 million dollars in making payments to the 
state unemployment compensation fund under 
the first year’s application by the state of “‘ex- 
perience rating” in fixing payment rates of em- 
ployers, figures released by Francis B. Murphy, 
state director of labor, indicated. 

Employers who contributed at the basic rate 
of 2.7 per cent. in each of the five years pre- 
ceding Dec. 31, 1942, became eligible in 1943 
for the variable rates ranging from 0.5 to 3.6 
per cent. 

Total 1943 pay rolls of 42,197 employers 
covered by the Illinois Unemployment Com- 
pensation act were approximately 4 billion 
264 million dollars. Subject to variable rates 
were 23,458 employers representing pay rolls 


of 3 billion 400 million dollars. Continuing 
at the regular 2.7 per cent. rate were 18,739 
employers with pay rolls totaling 864 million 
dollars. 

If the 2.7 per cent. basic rate had been ap- 
plied to all employers’ pay rolls, $115,501,229 
would have been collected, contrasted with ac- 
tual collections of $65,262,565. This differ- 
ence makes a reduction in payments of $50,- 
238,660. 

Included in 1943 contributions were pay- 
ments of $8,300,000 made at “war risk’ rates. 
War risk rates, applicable for the last six 
months of 1943 and for the years 1944 and 
1945, are a means of withholding full appli- 
cation of variable rates from larger employers 
with abnormally expanded pay rolls. 

Commenting on efforts to federalize the ad- 
ministration of state unemployment compen- 
sation, Mr. Murphy said application of experi- 
ence rating would then be impossible. 








FULLY AUTOMATIC CALCULATOR 


& precision made calculating instrument so completely automatic that 
all mental and physical effort is eliminated from its operation. These fully 
automatic calculators are the solution of the problem created by critical 
shortage of competent clerical help. Today, FRIDEN CALCULATORS are 
AVAILABLE, when applications to obtain deliveries have been approved 


by the War Production Board. Telephone or write to your local Fridén 


Representative for complete information. 


FRIDEN Mechanical and Instructional Service is avail- 
able in approximately 250 Company controlled Sales 
Agencies throughout the United States and Canada. 


FRIDEN CALCULATING MACHINE CoO., INC. 


EXECUTIVE OFFICES AND PLANT 


SAN LEANDRO, CALIFORNIA, U.S.A. 


“Problems of both employment and unem. 
ployment are peculiar to individual states and 
an adequate program in Arkansas would not 
necessarily be an adequate program in the 
states of Illinois or New York,” he said. “The 
lack of uniformity of various state unemploy- 
ment compensation laws is the very thing 
which gives strength to the present federal. 
state unemployment insurance system.” 


Effect of Taxes 
on Utility Rates 


An interesting aspect of the problem of 
utility taxation was given by J. W. McAfee, 
president of the Union Electric Company of 
Missouri, to stockholders of the North Ameri- 
can Company, Union’s parent, at their annual 
meeting recently, the “New York Times” 
noted. 

In discussing, with other North American 
system executives, operations in his territories, 
Mr. McAfee said it was particularly annoying 
to note how certain public and municipal 
power systems “loudly acclaim” the fact that 
they periodically give their customers one 
month’s free billing for electricity used. These 
systems, entirely free of taxes paid by investor- 
owned utilities, would have difficult going if 
they were taxed at the same rate as private util- 
ities, Mr. McAfee declared. In fact, he added, 
Union Electric paid about $12,000,000 in 
taxes last year, an amount equal to virtually 
all revenues received from residential customers. 

“If these taxes were eliminated and we were 
placed on the same tax basis as public and 
municipal systems,” he said, “we could give 
our residential customers free electricity all 
the year around.” 


Supreme Court Rules on Company 
as Privilege Tax “Collector” 


The Wisconsin Gas & Electric Co. was not 
entitled to deduct for federal income tax put- 
poses a payment of $3750 made to the State of 
Wisconsin as a privilege dividend tax, the 
Supreme Court ruled recently. ; 

The court’s opinion held that ‘Wisconsin 
has made the corporation its tax collector by 
requiring it to withhold payment of a portion 
of the dividend and to turn that portion over 
to the state.” Such a statute, it said, “does 
not make the tax one ‘imposed’ upon the cor- 
poration.” 

“The fact is,” Justice Rutledge, who de- 
livered the 8-0 decision, said ‘‘that the tax 1s 
extracted from fixed dividends owed to the 
stockholder, not merely from his common 
interest in corporate earnings. 

“Under Wisconsin decisions the impact of 
the tax is focused narrowly and falls inde- 
pendently upon each recipient of the dividend 
without affecting the tax burden of the cor- 
poration for other shareholders... . 

“We conclude that the privilege dividend 
tax is not ‘imposed’ upon petitioner (Wiscon- 
sin Gas & Electric) and therefore payments 
of it are not deductible.” é 

The amount was paid in 1935, the Associ- 
ated Press reported, under a Wisconsin law 
requiring that for the privilege of declaring 
and receiving dividends out of income derived 
from property and business in the state a tax 
must be paid which is equal to 2% per cent. 
of the amount of dividends paid by corpora- 
tions, 
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LIBERATION 





It is our obligation 
to back the Liberation 
forces by investing in 
War Bonds to the extent 


of our ability. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 
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MEETINGS OF CONTROLS 








BALTIMORE 
Topic: WAGES AND LABOR 


The annual meeting and election of officers 
of the Baltimore Control of The Institute was 
held on June 14, in the Lord Baltimore Hotel. 
Dr. Lloyd G. Reynolds, Associate Professor 
of Political Economy, Johns Hopkins Univer- 
sity, spoke on ‘‘Wages and Labor Relations in 
Wartime and After.” 


BRIDGEPORT 
ANNUAL ELECTIONS 


The Bridgeport Control held its annual 
meeting, during which officers were elected 
for the coming year, at the Stamford Yacht 
Club, Stamford, Connecticut, on June 7. Pre- 
ceding dinner, some of the members engaged 
in sports available at the Club, and the greater 
part of the evening was devoted to the enter- 
tainment of those attending. 


BUFFALO 
HOBBY NIGHT 


The annual meeting of the Buffalo Control 
was held on June 6 in the Buffalo Athletic 
Club. In the absence of Mr. R. J. Lowe, 
chairman of the nominating committee, Mr. 
J. A. Read presented the slate of officers nom- 
inated to serve for the year 1944-45. The 
program for the evening being ‘Hobby 
Night,” Mr. W. L. Clark invited the mem- 
bers to the Buffalo Electric Office to see col- 
ored movies on game fishing. 


CHATTANOOGA 
OFFICERS CHOSEN 


New officers for the 1944-45 year were 
chosen by the members of the Chattanooga 
Control at their last meeting of the season, 
which was held at the Read House, on June 
14. The balance of the evening was devoted 
to a resume of the year’s activities of the Con- 
trol. 


CLEVELAND 
ELECTIONS HELD 
The members of the Cleveland Control held 
their annual meeting for the 1943-44 season 
at the Westwood Country Club, on June 16. 
Some of the members spent the afternoon at 
the Club, either on the golf links or enjoying 
other recreational facilities. Following din- 
ner, a short business meeting was held, during 
which officers and directors were elected for 
the coming year, and committee reports made. 





Control Elections Covered 
in Full in August 


During the past several weeks, | 
local Controls of The Institute 
have been conducting their elec- 
tions of officers and directors for 
the 1944-45 term. The full list of 
officers and directors of each local 
Control will be carried in the Au- 
gust issue of “The Controller” in 
a concise, handy reference form. 














President Naylor's Visits 
Include 34 Controls 


Continuing his program of visits to lo- 
cal Controls, The Institute’s President, | 
Mr. John C. Naylor, during June, visited | 
Seattle on June 27, Portland on June 28, | 
and San Francisco on June 30. He was | 
scheduled to attend a meeting in Los An- 
geles on July 3. 

Mr. Naylor, who is vice president and 
controller of Pet Milk Company, St. 
Louis, upon completing his tour of the 
West Coast Controls, will have appeared 
before 34 Control meetings and is hope- 
ful of including all 36 Controls of The 
Institute before the close of his presi- 
dential year, at the time of the Thirteenth 
Annual Meeting of the organization in 
Chicago, on October 2, 3, 4. 











DALLAS 
Topic: “INFORMATION PLEASE” 


An “Information Please’ program on con- 
trollership problems and individual income 
tax matters was featured at the June 15 meet- 
ing of the Dallas Control, held in the Mel- 
rose Hotel. Mr. Russell M. Braund acted as 
master of ceremonies, and was assisted by 
Messrs. J. A. Goodson, E. C. Seymour and 
Donald Turner, Sr. The program followed 
the annual business meeting, during which 
elections of new officers were held. 

Plans are being made for an interesting 
meeting to be held in July, based on the sub- 
ject “Incentive Pay Plans,” and members are 
looking forward to hearing an expert speaker 
on this topic. 


DAYTON 
MEMBERS’ WIVES ENTERTAINED 
A dinner meeting and card party was held 
for the members of the Dayton Control and 
their wives on June 8, at the Wishing Well 
in Centerville. Following dinner, a_ brief 
business session was held, during which offi- 
cers and directors for the year 1944-45 were 
elected. 


DETROIT 
NEW OFFICERS NAMED 
The members of the Detroit Control en- 
joyed their annual meeting and get-together 
at the Detroit Athletic Club, on June 20. 
This was the last meeting of the current sea- 
son for the Control, and new officers and di- 
rectors were elected for the ensuing year. 


DISTRICT OF COLUMBIA 
ANNUAL OUTING 


The annual outing of the District of Co- 
lumbia Control took place on June 29, at the 
Kenwood Golf and Country Club. After 
luncheon, the members of the Control were 
able to indulge in golf, swimming or tennis. 
A pleasant social hour was spent preceding 
the serving of dinner. 


HARTFORD 
ANNUAL MEETING 
The Hartford Control of The Institute held 
its annual meeting at the Indian Hill Coun- 
try Club on June 7. The group’s annual golf 
tournament was followed by a social gather- 
ing held before dinner, after which a business 


session, for the purpose of electing the 1944. 
45 officers and directors of the Control, took 
place. 


INDIANAPOLIS 
Topic: CONTRACT TERMINATION 
The members of the Indianapolis Contro| 
of The Institute discussed the subject of “Con. 
tract Termination” at their May 24 meeting, 
held in the Lincoln Hotel. There were also 
several reports made on the Midwestern Con- 
ference recently held in St. Louis, by members 
who attended. 


KANSAS CITY 
Topic: PAYROLL PROCEDURES 
The annual meeting and election of officers 
of the Kansas City Control was held on June 
12, in the University Club. The members 
held an interesting discussion of the subject 
‘Payroll Procedures and Records,” Mr. J, A. 
Seck of Great Western Paint Manufacturing 
Corporation, acting as chairman. 


LOUISVILLE 
Topic: RENEGOTIATION 
A panel discussion on ‘‘The Process of Re- 
negotiation” was conducted at the regular din- 
ner meeting of the Louisville Control, held 
May 31, in the Pendennis Club. Those lead- 
ing the discussion were: Messrs. G. Stuart, 
The Mengel Company; J. Sterling Davis, 
American Barge Line Company; R. J. Landolt, 
The Girdler Corporation. 


NEW ORLEANS 
OFFICERS ELECTED 
The members of the New Orleans Control 
of The Institute devoted their meeting of 
June 27 to the election of officers for the year 
1944-45. 


NEW YORK CITY 
APPOINTMENT OF COMMITTEES 
Committees appointed for the coming year 
by Mr. Harry C. Gretz, president of the New 
York City Control, include the following: 


Program—M. J. Boedeker, Chairman, W. J. 
Wardell, W. Widmayer, N. T. Hampson, N. R. 
Ashcroft, H. G. Hinck, H. C. Gretz, plus all 
Committee Chairmen and Vice-Chairman. 

Admissions—G. T. Zignone, Chairman, N. P. 
Dussinger, D. D. Grayson, H. L. Goodenough, 
V.C. Ross. 

Arrangements—A. C. Harragin, Chairman, 
T. F. Gloisten, A. L. Boschen. 

Attendance and Reception—H. Z. Walck, 
Chairman. 

Attendance—N. R. Ashcroft, Vice-Chairman, 

F. W. Cooper, R. C. Casselberry, R. L. Mac- 

Kenzie. 





Dallas Control Active 


Because the Board of Directors 
of the Dallas Control of The Insti- 
tute desired to continue the mo- 
mentum gained by the Control 
since its organization in March, 
1944, it was decided to hold meet- 
ings of the Control in July and, 

| possibly, in August. The Dallas 
| Control now numbers 19 members. 
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| Varied Program at Los Angeles 

On the occasion of its June 8 meet- 
ing, the membership of the Los Angeles 
Control of The Institute was invited to 
be the guest of Mr. Rodney Durkee, 
past national president of The Institute. 
The program for the meeting, which 
was held in the California Club, was 
divided into two parts. 

Preceding the presentation of the 
paper on “Top Management's Evalua- 
tion of the Controller,’ which was pre- 
sented by Mr. Robert L. Minckler, as- 
sistant to the president, General Pe- 
troleam Corporation, the election of 
officers and directors for the ensuing 
year was held. ; 

A special feature of the meeting, 
which was restricted to members only, 
was “Past Presidents’ Night.” Each of 
the past presidents of the Control were 
introduced and each past president, in 
turn, introduced those individuals who 
became members during his term in of- 
fice. 

A short history of The Institute and 
the local Control was also presented, 
with Mr. Durkee giving the members 
the background of the national organ- 
ization, and Mr. Wesley Cunningham, 
a past national director of The Institute, 
discussing the national organization and 
the beginning of the local Control. 
President Edwin E. Balling was in 
charge of the program. 

















Reception—G. C. Claghorn, Vice-Chairman, 
S$. G. Walton, F. W. Rutherford, N. L. Witt, 
P. G. Evans, plus all members of the Advisory 
Committee. 

Education—L. W. Field, Chairman. 


PITTSBURGH 
NEW OFFICERS CHOSEN 
The annual meeting and election of officers 
of the Pittsburgh Control of The Institute 
was held on June 27, at the Longue Vue 
Country Club. Culminating an afternoon de- 
voted to golf and swimming, the meeting in- 
cluded reports made by the treasurer, secre- 
tary and chairmen of the Membership, Educa- 
tion and Program Committees. 


QUAD-CITIES 
Topic: SALARY STABILIZATION 


Mr. Harry R. Lange, controller of Ord- 
nance Steel Foundry Company, Bettendorf, 
lowa, presented interesting papers on “Wage 
and Salary Stabilization,’ at the June 1 meet- 
ing of the Quad-Cities Control of The Insti- 
tute, which took place in the Blackhawk 
Hotel. This was the last scheduled meeting 
of the Control for this season and the mem- 
bers enjoyed a social period befofe dinner. 


ROCHESTER 
OFFICERS ELECTED 
The members of the Rochester Control 
held their final meeting of the 1943-44 season 
at the Newark Country Club, on June 28. 
Those desiring enjoyed golf in the afternoon, 
the evening being devoted to the election of 
oficers for the coming year. 


ST. LOUIS 
ELECTION OF OFFICERS 


_ The members of the St. Louis Control en- 
joyed an afternoon at the Sunset Country 
Club, on June 20, before meeting to elect 
their officers for the year ahead. This oc- 
casion marked the last meeting of the Con- 
trol for the 1943-44 year. 
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why THIS caleulator is YOUR best bet 
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Short-handed businessmen all over America have put 
thousands of Printing Calculators to work saving time. 
Any one of these four reasons can mean real manpower 
conservation for you. Will you let us go into details? 
Phone our nearest office or write us at Buffalo 5, N. Y. 


The Printing Calculator is availahle on WPB approval, to 
help conserve manpower, expedite war work, maintain neces- 
sary civilian economy. Talk it over with our representative. 


The only PRINTING calculator with 


ONE ...it PRINTS as it calculates. This printing feature 
speeds and safeguards the work, for with the Printing Calcu- 
lator you can’t “lose” a single factor of any problem. No 
need for a re-run to prove accuracy—no time-wasting copy- 
ing from dials—no worrying about hidden errors. 


TWO... it’s an all-purpose machine. On multiplying and 
dividing work, it’s a calculator. On listing-adding-subtract- 
ing work, it’s an adding machine. It combines the best feat- 
ures of both ... so it’s ideal for computing costs, estimates, 
payrolls, inventories, formulas and all percentage problems. 


THREE ... anyone can operate it. No specialized training 
is required. Proficiency comes quickly and naturally. It’s 
electric—it’s automatic. And it’s the servant, not the master, 
of even the newest employe in your office. 


FOUR... its keyboard and all operating keys are in the 
span and control of one hand. Just 10 numeral keys—not 72, 
or 90. Ten are enough— one for each numeral in the decimal 
system. It’s easy to operate — not nerve-wracking or tiring. 
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INSTITUTE ACTIVITIES 








J. C. Naylor Discusses Pre-War 
Accounting Shortcomings 


Priorities, allocations, price controls, in- 
ventory limitation, contract renegotiation and 
termination, and other wartime demands upon 
business have revealed the shortcomings of 
pre-war accounting principles and methods, 
according to John C, Naylor, national pres- 
ident of the Controllers Institute of America, 
who spoke at the annual Tri-Control Confer- 
ence of Controllers, held in Syracuse on May 
of 

“The impact of these new conditions showed 
us how inadequate our former methods were, 
and how poorly they expressed the more com- 
plex situations and transactions,” declared 
Mr. Naylor, who is vice-president and con- 
troller of the Pet Milk Company, St. Louis. 
“That is why controllers as a group must 
step up their search for better accounting 
techniques to reflect the kaleidoscopic parade 
of intricate problems which will face business 
during the conversion period. To these me- 
chanical aids must be added honesty of pur- 
pose and a desire for completeness of dis- 
closure, to insure retention of the popularity 
which business management has _ earned 
through its war effort.” 

Arthur R. Tucker, managing director of 
The Institute, who also addressed the as- 
sembled controllers from Syracuse, Rochester 
and Buffalo, emphasized the growth in 
professional stature which has characterized 
controllership during the war. “Wartime prob- 
lems,” he said, “have added so much re- 
sponsibility to controllers that both the po- 
sition and the men have increased in caliber.” 


CMP Reaction Surveyed 


A selected group of members of The Con- 
trollers Institute of America responded to a 
questionnaire in April regarding CMP regula- 
tions, sent at the request of Mr. E. Chester 
Peet, assistant treasurer and addistant secretary 
of Shell Oil Company, New York, who repre- 
sents The Institute on the Advisory Commit- 
tee on Government Questionnaires. The sur- 
vey, resulting from a request by Mr. W. C. 
Skuce, director of the Controlled Materials 
Plan Division of the War Production Board, 
indicated that there is no strong objection to 
the workings of CMP as a whole and that it is 
felt no substantial change should be made at 
this time, until the plan can be eliminated in 
its entirety. 


Special Courses Offered 


Members of the Los Angeles Control of 
The Institute gave interested cooperation in 
April to the program of special courses offered 
by the University of Southern California. 
These were designed for the up-grading of ac- 
counting employees, and are sponsored by the 
federal government through its war-training 
program. The courses offer, to properly qual- 
ified industries, free university-grade account- 
ing instruction to accounting and clerical 
personnel as a group. The basic idea differen- 
tiating this accounting educational program 
from any others available was the development 
of a plan of training based upon the needs of 
a particular accounting department, rather 
than to attempt to use a ready-made program 
whether it fit particular needs or not. Needs 
were determined by a conference between ac- 
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Philadelphia - 





Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 


Industrial Engineering 


Ford, Bacon & Davis 


dncorporated 


Engineers 





Washington - 


NEW YORK, N. Y. 


Chicago 








counting supervisors and representatives of 
the University and simple checks of the desires 
of the personnel by supervisors. 


THINKS WELL OF 1943 YEARBOOK 


ARTHUR R. TUCKER 
Managing Director: 

I want to compliment you on the excellent 
manner in which the Year Book for 1943 has 
been compiled. It makes interesting and profit. 
able reading. 

R. C. MARKLE, Assistant Controller 
United States Steel Corporation of 
Delaware, Pittsburgh, Pennsylvania. 
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Ira D. Le Fevre 


Ira D. Le Fevre, controller of General Elec- 
tric Company, Schenectady, since 1935, died 
on June 4 in Clifton Springs, New York. Sixty 
years of age at the time of his death, Mr. Le 
Fevre had been continuously in the employ 
of the General Electric Company since he en- 
tered its Accounting Department at the age of 
19. Besides his widow, Mr. Le Fevre is sur- 
vived by two daughters, a son, and a sister. Mr. 
Le Fevre was elected controller of the com- 
pany in December, 1935, upon the retirement 
of Mr. S. L. Whitestone. 


San Francisco Control 
Honors Late Member 


In memory of the late Mr. Carl W. Ander- 
son, a member of the San Francisco Control 
of The Controllers Institute of America, the 
officers and directors of the Control recently 
authorized a contribution to the Shriners’ Hos- 
pital for Crippled Children. Mr. Anderson, 
who passed away on April 29, 1944, was con- 
troller of Marchant Calculating Machine Com- 
pany of Oakland. He had been elected to 
membership in The Controllers Institute of 
America in November, 1942. He is survived 
by his widow and a son and daughter. 





Position Wanted 











Executive and Controller 


Seeks permanent position with postwar pos- 
sibilities. Years of experience in handling 
all phases of accounting, costs, budgets, fi- 
nance and all government regulations state- 
ments. Capable of assuming large respon- 
sibilities, and can handle authority with 
judgment. Can present information to the 
management for executive control. Univer- 
sity trained, draft status 2B-H, married, no 
dependents. Address: Box Number 443, “The 
Controller,” One East Forty-second Street, 
New York 17, N. Y. 


Thirteenth Annual National Meeting 
Controllers Institute of America 
Chicago, October 2-3-4, 1944 
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PERSONAL ITEMS 


Mr. Thomas C. McCobb, immediate past 
president of The Controllers Institute of 
America, was succeeded as controller of Stand- 
ard Oil Company (New Jersey) on June 12, 
by Mr. James C. Anderson. Mr. Anderson, 
previously assistant controller of the same 
company, is likewise a member of The Con- 
trollers Institute, and served as chairman, last 
year, of its Committee on Social Security Pro- 
cedure. Mr. McCobb will continue as a di- 
rector of the company. 


A member of The Institute, Mr. A. C. Gay 
has accepted the position as controller with 
The Wm. Taylor Son & Company, in Cleve- 
Jand, Ohio. Mr. Gay’s previous connection 
was with The Fair, in Chicago. 


Two members of the Atlanta Control of 
The Institute have been given new recogni- 
tion. Mr. Herman W. Boozer was recently 
promoted to the position of controller of 
Georgia Power Company, and Mr. Raymond 
A. Spitler, who is controller of Piedmont Ho- 
tel Company, was named treasurer of the Re- 
publican Party of the State of Georgia. Both 
Mr. Boozer and Mr. Spitler are charter mem- 
bers of the recently organized Atlanta Control. 


Mr. Murray Gelber, auditor and assistant 
secretary, Air Research Corporation, repre- 
sented the Los Angeles Control of The Insti- 
tute at the Southern California Management 
Council, which was held in May at the Uni- 
versity of Southern California. 


A member of The Institute in the Army, 
E. E. Stevens, was recently commissioned a 
Lieutenant, and is stationed at Camp Lee, Vir- 
ginia. Lieutenant Stevens was formerly as- 
sistant controller for Carl L. Norden, Inc., 
and was elected to The Institute in October, 
1938. 


Mr. J. Harold Smith is the author of a chap- 
ter on ““Distilleries” in the recently published 
“Handbook of Accounting Methods,” by J. K. 
Lasser. Mr. Smith, a member of The Insti- 
tute since August, 1932, is with the War De- 
partment in Columbus, Ohio. 


A member of The Institute, Mr. C. E. Pack- 
man, controller, Middle West Service Com- 
pany, Chicago, discussed “The Depreciated 
Original Cost Rate Base’’ at the meeting of 
the electric and gas industry accountants in 
Cleveland, April 25-27. 


A member of The Institute, John W. 
Hooper, vice president and comptroller of 
American Machine and Foundry Company, 
Brooklyn, and chairman of the Federal Taxa- 
tion Committee of the Brooklyn Chamber 
of Commerce, had the following answer, to 
the “Question of the Week” in ‘The 
United States News,” published in a recent 
issue. The question and Mr. Hooper's an- 
swer: 


Is a federal sales tax the answer to the 
continued demand of the Administration for 
more revenue? 


In order that taxation may be a brake on the 
‘pending of the people and, at the same time, 
Spread the cost of the war more equitably over 
the bulk of the population, and in order to raise 
the additional funds said to be required, we are 
still of the opinion that a federal retail sales tax 
is the only answer to the need of the Govern- 
ment for additional revenues. 

Acquiescence by the Congress to the Treasur) 
proposals for further increases in the tax load 
of those already bearing a disproportionate 
share of the cost will tend to destroy those peo- 
ple without raising the required funds or limit- 
ing the prevalent inflationary effect of the basic 
pending power of the masses. 
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] “WHAT DO YOU DO down there at 
the mail desk—play marbles? That’s the 
third time this week our mail has missed 
the plane. And you never get incoming 
mail to us until 10:30. If you can’t do 
your job, we’ll get someone who can!” 


“OKAY, BOSS, if that’s the way you 

feel. But no matter who you get, your 
mail will still be late. What you need is a 
modern mailroom with CC mail-handling 
equipment. Get wise to yourself, Boss. It 
isn’t me that’s to blame. It’s yourself!” 











3 “WHY YOU... ! Well, maybe you're 
right. I guess I haven’t given our mail- 
handling much thought. Let’s call in a 
Commercial Controls specialist and see 
what we need to put our mail department 
on a par with our other departments!” 





MAKE YOUR MAILROOM just as 

modernas your other office departments. 
Install CC mail-handling systems and ma- 
chines to speed outgoing mail and facilitate 
distribution of incoming mail. Plan it now. 
Our specialists will gladly help you. 


Metered Mail Systems...Postal and Parcel Post Scales...Letter Openers ...Envelope 
Sealers ...Multipost Stamp Affixers ... Mailroom Equipment. (Many units available.) 


MMERCIAL 


NTROLS 
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ROCHESTER 2, NEW YOR 


BRANCHES AND AGENCIES IN PRINCIPAL CITIES 


Buy Extra War Bonds 
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NEW MEMBERS ELECTED 








New Members Elected 


At a meeting of the National Executive 
Committee held May 31, 1944, the applicants 
named below were elected to active member- 
ship in The Institute: 


E. J. AUBRY 
Duffy-Mott Company, Inc., New York City. 

GEORGE J. BAUMER 
Muench-Kreuzer Candle Company, Inc., Syra- 
cuse, New York. 

ALLYN R. BELL, JR. 

Universal Moulded Products 
Bristol, Virginia. 

Cari A. BJELKE 
Doehler Die Casting Company, Toledo, Ohio. 

D. D. BowER 
General Insurance Company of America, Seat- 
tle, Washington. 

JAMES V. CLAss 
The Studebaker Pacific Corporation, Vernon, 
California. 

LAWRENCE E. CROWE 
General America Corporation, Seattle, Wash- 
ington. 

JoHN H. DALEY 
Sidney Blumenthal & Company, Inc., New 
York City. 

JoHN F. DUNNIGAN 
General Aircraft Corporation, Astoria, Long 
Island. 

WALTER E. ENGLE 
The Atlantic Coast Fisheries Company, New 
York City. 

L. PALMER Fox 
The Pipe Machinery Company, Cleveland. 

SIDNEY C. FRIED 
Commercial Textile Mills (and Affiliates), 
Clifton, New Jersey. 

VINCENT T. GILCHRIST 
The Superior Oil Company, Houston, Texas. 

ROBERT R. HERTZLER 
Forstmann Woolen Company, Passaic, New 
Jersey. 

RODERICK A. HOFF 
Sperry Gyroscope Company, Inc., Brooklyn, 
New York. 

HAMILTON HOWARD 
International Plastic Corporation, 
town, New Jersey. 

S. J. HuG, Secretary 
Universal-Cyclops Steel Corporation, Bridge- 
ville, Pennsylvania. 

HUBERT J. JIRKA 
Kropp Forge Company, Chicago. 

JOHN H. KEIc 
The Society of the New York Hospital, New 
York City. 

E. H. KETELSEN 
Davenport Bank and Trust Company, Daven- 
port, Iowa. 

EpWARD A. LANGWISH 
Universal Cooler Corporation, Marion, Ohio. 

C. CARLTON LEWIS 
American South African Line, Inc., 


York City. 


APPRAISALS 
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CHARLES A. LITTLE 
Scripto Manufacturing Company, 
Georgia. 
ANTHONY MITCHELL 
Federal Trust Company, Newark, New Jer- 
sey. 
SHELDON W. McGrAw 
The White Motor Company, Cleveland. 
J. W. PERRY 
Central Ohio Light & Power Company, Find- 
lay, Ohio. 
WILBERT H. ROHLFF 
Wilson Brothers, Chicago. 
COLIN R. SELLAR 
Sigmund Eisner Company, Red Bank, New 
Jersey. 
Louis SMIRNOW 
F. Jacobson and Sons, Inc., New York City. 
JOHN A. TAUER 
Great Northern Railway Company, St. Paul, 
Minnesota. 
KENNETH D. THOMPSON 
Bonnar-Vawter Fanform Company, Cleve- 
land. 
WILLIAM V. VAUGHN 
Henke and Pillot, Inc., Houston, Texas. 
Curtis L. WALKER 
Mrs. Baird’s Bakery, Fort Worth, Texas. 
EDWARD A. WALL 
Winchester Repeating Arms Company, New 
Haven, Connecticut. 
Harry D. WIRTH 
L. J. Mueller Furnace Company, Milwaukee. 


Atlanta, 





Election of the 35 new 
members named above 
brings the total mem- 
bership of The Institute 


to 
2,379 











MEETINGS OF CONTROLS 


SAN FRANCISCO 
ROUND-TABLE DISCUSSIONS 


The San Francisco Control of The Institute 
held its final meeting of the current year at 
the St. Francis Hotel, on June 15. Annual 
reports were read by officers and committee 
chairmen, and new officers were chosen for 
the coming year. The balance of the evening 
was spent in round-table discussion of two 
subjects of particular interest to the mem- 
bers: “Labor Controls,” including salary and 
wage stabilization, both Treasury and 
NWLB, and the 44-hour work-week for cleri- 
cal employees; and “Government Contractual 
Relations,” including renegotiation, contract 
termination and price adjustments. 


SYRACUSE 
ANNUAL MEETING 


The annual meeting and election of officers 
of the Syracuse Control took place at the 
Onondaga Golf and Country Club, Fayette- 
ville, on June 14. Some of the members en- 
joyed a game of golf at the Club during the 
afternoon. 





TOLEDO 


Topic: PENSION PLANS 
Mr. Elwyn G. Davies, of the firm of Fraser 
Shumaker, Kendrick and Winn, presented , 
paper on ‘Pension Plans” at the last regular 
meeting of the season of the Toledo Control, 
held in the Hotel Secor, on June 8. Following 
a period of discussion, annual reports from 
the chairmen of all standing committees were 
heard. 


TWIN CITIES 
NEW OFFICERS CHOSEN 
The annual golf party and closing meeting 
of the Twin Cities Control took place at the 
Midland Hills Country Club, Rosetown, on 
June 7. After dinner, served at the Club 
House, officers and directors for the ensuing 
year were chosen. 





Positions Wanted _ 











Assistant Chief Accountant 


An assistant chief accountant for the past 
two years with a large manufacturing con- 
cern is available. Applicant is well-schooled 
in methods and procedures of accounting and 
auditing, has been responsible for the instal- 
lation of machine equipment in large ac- 
counting department of present employer, 
has keen judgment, writes a very good letter 
and is an excellent supervisor; possesses first- 
class knowledge of contracts and the prob- 
lems connected therewith. He is 32 years of 
age, the father of three children, a graduate 
of Fordham Prep, studied accounting at New 
York University and for thirteen years was 
connected with a firm on Wall Street, han- 
dling a great part of their legal transfers and 
doing work of an accounting nature. Appli- 
cant is a resident of New York City, is six 
feet tall, weighs 205 pounds, makes a fine 
appearance, possesses inestimable ability and 
is capable of making great contributions to 
any concern with which he might become 
connected. Address Box Number 444, “The 
Controller,” 1 East 42nd Street, New York 
17, New York. 


Secretary-Controller 


Institute member desires connection with 
manufacturing concern in vital industry as 
secretary, controller, assistant controller or 
similar responsible position. Location imma- 
terial but prefer the West Coast where now 
employed as principal fiscal accountant and 
analyst with War Price Adjustment Board 
in connection with the renegotiation and ter- 
mination of contracts. Has been engaged in 
this work more than a year. Twenty yeers 
experience with two large manufacturing 
corporations in the heavy machinery line. Ex- 
perience as Secretary-Treasurer, Controller, 
Auditor and Office Manager. Duties included 
all tax matters, planning and installation of 
general accounting and cost systems, S.E.C. 
registration statements and reports, etc. Ex- 
cellent references. Forty-five years, married, 
one dependent. Minimum salary $7,200 of 
more, depending on location. Address Box 
Number 445, “The Controller,” 1 East 42nd 
Street, New York 17, New York. 





TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 

















